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(1) 

AGRICULTURE, RURAL DEVELOPMENT, FOOD 
AND DRUG ADMINISTRATION, AND RE-
LATED AGENCIES APPROPRIATIONS FOR 
2016 

FRIDAY, FEBRUARY 13, 2015. 

BUDGET HEARING—DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE INSPECTOR GENERAL 

WITNESSES 

HON. PHYLLIS FONG, INSPECTOR GENERAL, U.S. DEPARTMENT OF AG-
RICULTURE 

GIL HARDEN, ASSISTANT INSPECTOR GENERAL FOR AUDITS, U.S. DE-
PARTMENT OF AGRICULTURE 

ANN COFFEY, ACTING ASSISTANT INSPECTOR GENERAL, INVESTIGA-
TIONS, U.S. DEPARTMENT OF AGRICULTURE 

Mr. ADERHOLT. Well, good morning. Subcommittee will come to 
order. And I want to welcome to this second hearing of the Agri-
culture Appropriations Subcommittee. And we are off to a quick 
and good start this year, and it is good to welcome the Office of the 
Inspector General to the hearing this morning. 

On Wednesday, I shared some details at our first hearing about 
the themes that we have set to guide the subcommittee’s work for 
fiscal year 2016. And just to briefly mention those, number one, im-
proving the management of our agencies and programs; number 
two, targeting funds to the most important programs and functions; 
and number three, promoting U.S. agriculture, free and fair mar-
kets, and safe food and medicines. So summary: management, tar-
geting, and promotion. 

Today, we will focus on theme number one, improving the man-
agement of our agencies and programs. This builds off our over-
sight activities over the past several years, and it corresponds with 
Inspector General’s office on these efforts as well. 

We want to welcome you, Ms. Fong, and also Ms. Coffey, Mr. 
Harden, to our Subcommittee today. We look forward to learning 
more about your work to encourage USDA to improve its govern-
ance processes and internal controls and be more disciplined and 
transparent in its decisionmaking. This Subcommittee respects the 
work that you do, and we appreciate your recommendations on the 
ways that you continually try to improve and to manage a large, 
very complex, and important part of the Federal Government. 

In closing, I do want to thank you for agreeing to review the New 
York Times allegation about the U.S. Meat Animal Research Cen-
ter in Clay Center, Nebraska. The article described research and 
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attitudes that seem to be pretty inconsistent with the conscien-
tious, the hardworking scientists, and the staff that work there and 
that we have at the Agricultural Research Service. Your assistance 
in auditing the claims included in the article and reviewing the 
current conditions, practices, and policies would be very helpful to 
us. 

Before I recognize our Ranking Member, the Honorable Sam 
Farr, for his opening statement, I would like to thank him for his 
cooperation, and I want to thank him for the working relationship 
we have on this subcommittee. 

Sometimes we have different priorities, but I think we both want 
USDA to be effective and efficient in implementing the laws and 
programs that Congress gives it to benefit the American people. So 
I do want to point out, Mr. Farr, for your cooperation with the Sub-
committee and for your work. 

So at this time, let me turn the mic over to you for any opening 
statements that you may have. 

Mr. FARR. Thank you very much, Mr. Chairman. I think the only 
difference that we have is the accent. You all have to come back 
now. But thank you very much. I don’t have any opening state-
ment. It is always interesting in the IG. And I don’t know why, I 
always thought that every agency had an IG, but I am now in the 
Leg Branch Subcommittee on Appropriations, and we don’t have 
any IG that I know of. I would be appreciative in sort of sidebar 
comments about how many agencies don’t have IG review. Maybe 
Congress ought to have it. 

Anyway, I look forward, and I want to echo what the chairman 
said on the animal treatment center. I am sure it is going to open 
up a lot of issues with a lot of university research areas, but it is 
worth looking into. I know California has required all the research 
institutions in the State universities to change all their caging and 
animal husbandry practices to bring in humane practices, state-of- 
the-art humane—it is very expensive to bring it all up, but they did 
it. And I think that is probably something that we in Congress 
ought to look at. 

So thank you for coming today, and I look forward to your com-
ments. 

Mr. ADERHOLT. Okay. Ms. Fong, thank you. You may proceed. 
Ms. FONG. Thank you, Mr. Chairman, Ranking Member Farr, 

and members of the subcommittee. We appreciate the opportunity 
to appear today to talk about our oversight of USDA activities, and 
our fiscal year 2016 budget request. 

As you know, our office provides audit and investigative services 
to help the Department deliver its programs effectively and with 
integrity. Effective management of USDA programs continues to be 
a challenge for all of us. In an era of limited resources, it is critical 
that benefits be delivered effectively, to the right recipients, in the 
right amounts, using the right procedures. While we are seeing 
progress at USDA, a sustained focus on excellent management is 
key, and we appreciate this subcommittee’s keen interest in these 
issues. 

Since you have my full written statement for the record, let me 
just highlight some of our recent accomplishments as well as some 
of the work that we have in progress. In the area of food safety, 
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as you know, we completed an investigation of a California meat 
processing plant that was processing diseased cattle for human 
consumption and avoiding FSIS inspection. The owner and two of 
the employees have pled guilty to violating the law, and FSIS sus-
pended operations at that plant, which was eventually sold to a 
new owner. 

We currently have significant audits ongoing on FSIS’ sampling 
and testing of ground turkey and the new information system that 
FSIS is developing for its inspection data. 

We also focus a lot of our effort helping USDA strengthen the de-
livery of its benefit programs. As you all know, the SNAP program 
alone is the largest part of USDA’s portfolio, with $84 billion last 
year, so we have devoted over half of our investigative resources to 
cases involving SNAP trafficking, and we have gotten tremendous 
results out of that, over 484 convictions, and $77 million in dollar 
results. We currently have an audit going on on the accuracy of 
SNAP error rates, which we will be happy to talk about in more 
detail. 

In the area of farm and conservation programs, which totaled 
about $23 billion last year in USDA’s portfolio, we reviewed RMA’s 
crop insurance plan for pasture, rangeland, and forage. We found 
that there were some challenges to how insurance rates are set for 
various producers there, and we made some initial recommenda-
tions to the Department. We are working to more fully evaluate 
that program, and we expect to have an audit on that coming out 
this year. We are also looking at NRCS’ controls over land valu-
ations for conservation easements. 

And finally, as you know, we focus quite a bit of our attention 
on the Department’s management systems. We have issued numer-
ous reports this year on the financial statements, IT systems, im-
proper payments, civil rights programs, and financial management 
at the Department. While we have seen progress in several areas, 
we believe that concerted attention needs to be paid to all of these 
issues. We have a number of upcoming audits coming out on the 
use of purchase cards, the claims resolution process for black, His-
panic, and women farmers, and FSA’s initiative to modernize its IT 
systems. 

In conclusion, let me briefly address our budget request for fiscal 
year 2016. I want to thank the Chairman and the Subcommittee 
for your ongoing support of our work. We truly appreciate the re-
sources that you have made available to us. In our 2016 request, 
we are asking for funds for two new initiatives to help us address 
some of the most critical management challenges facing USDA, 
namely improper payments and IT security. With the increase in 
funds, we will be able to do additional data analytics work and re-
view all of the Department’s agencies with respect to IT controls. 

So with that, I would like to conclude my statement and just 
thank you again for inviting us, and we are happy to answer any 
questions you may have. 

[The information follows:] 
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Mr. ADERHOLT. Thank you for your testimony. And, again, as I 
mentioned earlier, we do respect your work that all of you do at 
the Office of the Inspector General, so I look forward to having 
some Q&A and just have a chance to ask about a few areas in par-
ticular. 

In prior years, we have discussed that the Office of the Inspector 
General has a unique position within the U.S. Department of Agri-
culture and is able to see its challenges and its successes. Secretary 
Vilsack will be before this Subcommittee in a couple weeks. And 
just let me throw out just challenges that we should ask him about 
that you may want that you think might be important for us to 
note. So let me just open the floor in general, if there is anything 
that you can think of that, you know, are challenges for the De-
partment that, you know, would be a good topic of conversation 
during his time here. 

Ms. FONG. Okay. That is a terrific question. And in thinking, in 
preparation for this hearing, I would like to offer three thoughts: 
Overall, I think the Department has stated that management is 
one of its top priorities. What we are seeing is that every agency 
has challenges in making sure that, as it delivers its programs, it 
remembers that it is important to deliver those programs according 
to good and fair and transparent procedures, and to make sure that 
the right people are getting the right funds. And we have seen 
challenges in internal controls, as you mentioned in your opening 
statement. That just needs a lot of attention at the agency level, 
each agency. 

The second thought I would offer is that improper payments 
needs to be a continued focus for the Department. The rate of im-
proper payments, as reported by the Department, is not declining, 
especially in the high-risk programs. And the methodology for iden-
tifying those payments and reducing them is something that re-
quires a lot of focus and attention. 

And the third thought that I would offer is that we are doing a 
lot of work on IT systems, both in terms of IT security across the 
Department, as well as in the ramping up of new IT systems to 
manage program activities. And as you know, with the increased 
automation of all of the Federal Government’s activities, it is im-
perative that we have systems that are effective, that are not sus-
ceptible to control issues, and that actually help farmers and recipi-
ents and clients of the Department. 

So those are three themes that I would emphasize. 
Mr. ADERHOLT. Thank you. You mentioned in your answer there; 

you talked about the improper payments. And that is an area that 
I think you are saying that the Department could do a better job 
in. Any other areas? And, of course, IT you mentioned. The three 
things that you mentioned, would that be the areas that you think 
the Department could do a better job in? And is there anything else 
you would like to add to that, or that pretty much sums it up pret-
ty well? 

Ms. FONG. Well, I think, those are three very good challenges, 
and overall management controls. As you know, we also do a report 
every year that lays out our top 10 management challenges for the 
Department. And, you know, we go through those issues. I think 
those are all good issues as well for the Department to focus on. 
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We talk about coordination with other agencies, for example, in 
food safety, the need to have open dialogue with FDA. 

Mr. HARDEN. Other areas that we cover in the management chal-
lenges report deal with the outreach, which gets into the civil 
rights arena and how we are getting delivery to the intended re-
cipients. Trade is an issue, and making sure you have, you know, 
good performance measures and knowing where you are going 
there and working transparently. We also talk in terms of, you 
know, thinking of succession planning type things, the human re-
source element, and having people in place to know how to deliver 
the programs in the right ways so that you are delivering them as 
intended. And food safety is also another area that we have hit on, 
and also GAO hits on, in terms of it being a very critical weakness 
as well. 

Mr. ADERHOLT. Okay. My time is running short. Let me just— 
I will tell you what, I will come back so let me go on to Mr. Farr. 

Mr. FARR. Thank you very much, Mr. Chairman. 
I am always curious in your recommendations because what I am 

curious about is how many of those recommendations that you 
make can be fixed administratively just by administrative rule-
making or management changes, and when it becomes necessary to 
recommend statutory changes, how do they get to us? 

I mean, my first job, when I got in government after getting out 
of the Peace Corps, was working for the legislative analyst office 
in California. And our job was not only to analyze the impact of 
all proposed legislation and to analyze the Governor’s budget, but 
it was also to add sort of value added, and what do you think gov-
ernment ought to be doing to do it better? And we could actually 
make recommendations as to changes that ought to be made. And 
it seems to me, that is the wonderful role that you have, is not only 
to inspect and see whether the agencies are following the law, but 
sometimes we have created over years, and you have obviously— 
a lot of dumb law. I mean, we don’t eliminate old law; we just pile 
new law on top of it, and there is a lot of confusion. And when you 
see sort of what I call ‘‘dumb dumb,’’ because I am always asking 
Federal employees to tell me dumb-dumb things because we would 
like to fix those, is there a process in the IG’s role to get that 
brought to whatever attention, the Congressional attention, the 
proper Committees or to Secretaries who can administratively 
change it? So you have some ability to be creative. 

I mean, you talked about the Rural Housing Service (RHS) here, 
how the RHS could improve, how it can service its accounts. You 
also worked to ensure that USDA funds are being properly used to 
spur rural development. I find that one of our problems is that we 
think of rural development in silos. We don’t think of it as really 
economic development in the whole community sense. And you did, 
in the Colorado and New Mexico on the hay producers between the 
non-irrigated and the irrigated come up that there is insurance 
that you had one-size-fitting-all, which they aren’t the same size. 
They aren’t the same thing. So how do those recommendations get 
into being effectively implemented or changed? How do we imple-
ment change? 

Ms. FONG. Well, I think that is a very good question, and we 
should discuss how our recommendations are handled. As you 
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know, we issue hundreds of recommendations a year. Many of 
them are focused on administrative action, because many changes 
don’t require the level of involvement to have a congressional or 
legislative solution. And to the extent that we can get agency 
agreement on that, in terms of collecting money or changing a pro-
cedure or doing better training or doing a better implementation of 
its IT system, that is the kind of recommendation that should be 
made. 

There are other situations, as you point out, where really the 
issues become a little more policy oriented or may require a closer 
look at the current statute. And we have, over the years, noticed 
a number of those situations. What we tend to do is to talk to the 
agency, because the agency generally has some thoughts about it 
as well. Many of these issues are complex. The bottom line is that 
we do make recommendations that might require or that will call 
for legislative change. 

We have, on occasion, surfaced those—— 
Mr. FARR. Excuse me, but then that would have to go through 

the Secretary, for example, to get to us, or is that something we 
would know of? We recommended legislative change? 

Ms. FONG. Yes, we surface them in our audits as audit rec-
ommendations. Traditionally, what we have done is recommended 
to the agency and to the Secretary that they pursue a legislative 
change to a statute. We don’t always get agreement on that, but 
those recommendations are in our audit reports, and we make 
those reports available to all of you. 

Gil, did you want to add some comments to that? 
Mr. FARR. And you also have a de minimis rule? I mean, there 

may be some money that was misused but it is—I think, in these 
food stamps you pointed out, I mean it was interesting, I thought 
it was kind of a de minimis amount of $1,200, but then you pointed 
out that it was linked to a drug cartel, and that way you were able 
to see how the food stamps were being distributed. I mean, obvi-
ously that was a good deal to go after the drug cartel. I am not 
sure how much, you know, when you have de minimis sort of what-
ever that de minimis is, has that gone into consideration? 

Ms. FONG. I think we are talking about an investigation matter. 
And what frequently happens is that we work many investigations 
matters jointly with other law enforcement entities. Frequently, if 
an entity, another agency, law enforcement agency has a case going 
on and they note that in the list of violations, potential violations, 
there may be a food stamp connection, they will reach out to us to 
ask us to help them prosecute that. And that will—— 

Mr. FARR. I see. 
Ms. FONG [continuing]. Enable a joint effort. 
Mr. FARR. Okay. Thank you. Thank you, Mr. Chairman. 
Mr. ADERHOLT. Mr. Rooney. 
Mr. ROONEY. Thank you, Mr. Chairman. 
I want to talk about the APHIS plant protection and quarantine 

preclearance report. In reviewing your report from last year, I was 
surprised to discover all of the shortcomings uncovered by the IG. 
Invasive species are a significant problem, as you know, in my 
State of Florida. And I am happy that the recommendation pre-
sented as a result of your audit has mostly been accepted by 
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APHIS. I do remain concerned about the effectiveness of these pro-
grams as a means to prevent future invasives from entering our 
country. 

So my question is, in light of the whole greening phenomenon 
that we have in the State of Florida with our citrus industry, which 
I represent a large portion of in the center of the State, what are 
the follow-up procedures your organization will conduct on this 
audit? What is the timeline, if any? And if the agency is delinquent 
in implementing your recommendations, what recourse is there, if 
any? Thank you. 

Mr. HARDEN. I will take that. In terms of the recommendations 
that we made, just some follow-up, we have reached agreement 
with the agency. So all the recommendations are agreed to and so 
they are in the process of implementing them now. What our nor-
mal course with this, as well as other audit-related matters, would 
be in the future is we would monitor to see are they meeting, you 
know, what they are saying they are going to do in terms of imple-
menting it, and then possibly going back in and following up on the 
recommendations in the future to see that the actions were taken. 

Mr. ROONEY. Is there a punishment if they don’t complete it in 
the way that, you know, you are recommending? Or what is their 
incentive to do what should be done? 

Mr. HARDEN. I guess the way that I would answer that, I don’t 
have a hammer that I can go and hit them with, if that is kind 
of the question. 

Mr. ROONEY. Yeah. 
Mr. HARDEN. I don’t have that, but it would be following up, you 

know, and raising it to the attention of management officials above 
them if it still hasn’t been met. You know, one of the things about 
this Secretary and this Administration is they have been very open 
to what we have been saying. So, you know, as we have surfaced 
things and keep raising them, they make sure they are paying at-
tention to them. 

Ms. FONG. I would also note that, under the law, agencies have 
a certain amount of time in which to resolve recommendations and 
to implement actions. And if these things don’t happen at the ap-
propriate time, we are required as an IG office to report those. We 
can make sure that, you know, we have you on our distribution list 
for our semiannual reports, which will track all of these rec-
ommendations. 

Mr. ROONEY. Well, again, I don’t mean to state the obvious, be-
cause you all know this, but we were very successful on this Com-
mittee in appropriating funds to try to combat the things that we 
are talking about here. But it would be much more preferable, I 
mean—and that is a great victory—but if we could just not have 
these things, you know, reach our plants to begin with. Obviously, 
we all know that that is the most preferable. So this is as impor-
tant, in my opinion, as that funding, so thank you very much. 

I yield back, Mr. Chairman. 
Mr. ADERHOLT. Ms. Pingree. 
Ms. PINGREE. Thank you, Mr. Chair. Thank you very much for 

being here today, and thank you for your work. I want to just add 
my voice to the chorus of concern around the very troubling New 
York Times story that was mentioned about animal research. So I 
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am hopeful that we are going to do some more investigating into 
that, and obviously many of the concerns that were raised in that 
story are about the spending of taxpayer dollars and humane treat-
ment. Basically, bordering on the bizarre in some of the things that 
were being researched, in my opinion, and even more importantly 
completely counter to what the consumer is looking for today. The 
market is growing for humanely raised and different levels of treat-
ment for animals, so why these taxpayer dollars are being spent on 
something that is clearly an inappropriate practice I think raises 
a lot of questions. So I just want to add my concerns along with 
the chair and the ranking member. 

But one other thing I want to bring up is also something that 
I read in the newspaper. At least I didn’t find it on the Internet. 
There was another New York Times opinion piece about some of 
the issues around the USDA pilot plants in the pork processing. I 
know there are some Hormel plants that are under a pilot pro-
gram, and there has been an OIG report, which was entitled ‘‘Food 
Safety and Inspection Service: Inspection and Enforcement Activi-
ties at Swine Slaughter Processing Plants,’’ and it appears that 
there are some real concerns being raised with the speed, with the 
quality of meat, and with questionable meat being put on the mar-
ket. 

And I would like to hear you talk a little bit more about that. 
I mean, obviously we do pilot projects because we want to test and 
see if a method is going to work. But what would you say today 
to somebody who wants to know if it is safe to feed their kids pork 
that has come out of those Hormel experimental sites? And I just 
want to hear you talk about the report a little bit. 

Ms. FONG. Okay. Well, thank you. We also are aware of some of 
the news reports on that situation. And as you mentioned, we did 
issue an audit report about a year or so ago on pork processing 
plants. My recollection of our basic findings there was, as you point 
out, it is a pilot program, the HIMP program. And one of our main 
findings was that USDA needs to take a better look at that pilot 
program to see if it is actually working, if it is getting the results 
that they had anticipated and expected; and if it is, terrific; and if 
not, then they need to address that. 

I think those are some of the main themes coming out of those 
inspectors’ concerns. Some of the other concerns that were articu-
lated were not part of our review, so we don’t really have anything 
to comment on in that sense. But the basic point, I think, is good, 
that it is time to assess that HIMP project to see whether or not 
it needs to continue. 

Ms. PINGREE. Great. 
Mr. HARDEN. And I will add to it that in response to our rec-

ommendation about doing an evaluation, Food Safety did do an 
evaluation. I haven’t looked at the results of that yet, but the whole 
HIMP pilot project is also coming up in other lines of food safety 
work that we are doing. The ground turkey inspection that Phyllis 
referred to in the opening statement has a HIMP angle to it. We 
also have on our plan to look at HIMP with the new chicken proc-
essing standards that are going in place as well. 

Ms. PINGREE. Great. Well, thank you very much. Thank you, Mr. 
Chair. 
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Mr. ADERHOLT. Dr. Harris. 
Dr. HARRIS. Thank you very much. Let me just follow up a little 

bit about the improper payments, which I think you have men-
tioned. The USDA, I guess, is still not in compliance with imple-
menting the Improper Payments Information Act. Do you have any 
idea when you think they will be in compliance or how the USDA 
compares to other departments in terms of their ability to handle 
improper payments? 

Ms. FONG. The Department is very much aware of what it needs 
to do to come into compliance, because we are engaged in constant 
discussions with the CFO’s office. They have, I think, made some 
progress over the years in terms of meeting those seven required 
steps to identify and set reduction targets. They are still behind on 
three of those steps. 

Some of the difficulties, I think, lie in how you set those targets 
and how you assess the level of improper payments. And some of 
the agencies are facing challenges in that regard. RMA in par-
ticular is facing those challenges, which is going to be a longer- 
term process for them. The school lunch program, which is another 
one of the high-risk programs, also faces challenges in setting their 
improper payment targets. And we have some audit work coming 
out on that later this year. 

In terms of where USDA fits in the panoply of Federal Govern-
ment agencies with high-risk programs, I would say we are prob-
ably in the middle. I don’t think we are the best by any means, but 
I don’t believe we are the worst either. 

Dr. HARRIS. Okay. Let me just follow up with some of the man-
agement challenges you talk about, but particularly with the Food 
and Nutrition Service. I am just going to ask, that is one of the 
areas where, your testimony says, ‘‘The agency generally accepted 
our recommendations.’’ I mean, does that mean they didn’t accept 
some of them? I mean, how is that communicated, what they are 
going to accept, what they are not going to accept? Just out of curi-
osity. 

Ms. FONG. Okay. This goes to how we issue our audit reports. 
When we issue an audit report in final, we will list each of our rec-
ommendations, and then we will summarize the agency’s response 
to our recommendation by recommendation and our position on 
that. In the best of all possible worlds, we would reach agreement 
or management decision with the agency at the time we issue our 
report, which means that if we recommend something, the agency 
will say, yes, we agree, and we are going to take corrective action. 
It doesn’t always happen, especially on recommendations that may 
have a little more policy complexity to them. Sometimes the agency 
will say we need to think about this a little bit more, or they may 
not be able to commit to specific targets for action. And that means 
that that recommendation will be open until they commit to a spe-
cific date for action. 

Dr. HARRIS. Okay. Now, I understand that USDA does have a re-
porting process that is used to follow up on whether your rec-
ommendations are implemented. I mean, is it effective? If it is not, 
do you have any recommendations on how to strengthen that proc-
ess? 

VerDate Sep 11 2014 06:02 Jul 10, 2015 Jkt 095352 PO 00000 Frm 00020 Fmt 6633 Sfmt 6602 E:\HR\OC\A352P2.XXX A352P2S
S

pe
nc

er
 o

n 
D

S
K

4S
P

T
V

N
1P

R
O

D
 w

ith
 H

E
A

R
IN

G



21 

Mr. HARDEN. I think the process the Department has right now 
is working pretty well. I mean, we make our recommendations. 
And going back to the FNS report you referred to, following that 
report we had follow-up conversations with the agency. We have 
now reached agreement on all six of the recommendations in that 
report. So the process then kicks over to where they report to 
OCFO what they have agreed to do with us, and we can follow up 
with OCFO, you know, at different points in time to see if they 
have done it; if they haven’t, we can go back to the agency and find 
out why. 

Dr. HARRIS. Now, just to finish up with the FNS, I mean in your 
testimony it says, ‘‘In our upcoming work, OIG will determine if 
FNS has adequate controls to ensure that SNAP error rates are ac-
curate, and if the agency is taking adequate action to reduce these 
rates.’’ 

I take it SNAP is high-risk, I mean, we had a case in Baltimore, 
where $1.2 million in fraud was going on there. What do you think? 
Do you think FNS has adequate controls right now? I mean, it sug-
gests that, you are going to determine if they have controls. How 
can you not have determined that up until now in a high-risk pro-
gram? It is strange that it says you are going to look at this in the 
future. I mean this is a huge program with the largest, fastest- 
growing entitlement in the United States right now, and you are 
not certain that they have adequate controls? 

Mr. HARDEN. The work we undertook was—and it is the first 
time we have looked at it in a period of time—to look at their proc-
ess and how their process works. And so we are looking to see— 
they have other process where States do a certain amount of sam-
pling, and then FNS overlays some sampling on that. We are look-
ing to see if the States are doing what they have committed to do, 
and if FNS is following up and doing what they are supposed to 
do, which produces the error rate that they put out every year. 

Dr. HARRIS. Let me ask you a question out of curiosity: What is 
the States’ incentive to be frugal with the Federal taxpayer dollar? 
I mean, this is 100 percent Federal dollars. Why would a State not 
spend more time looking for fraud in an area where they actually 
can affect their State budget dollars rather than a pass-through 
dollar? 

Mr. HARDEN. I am going to separate that out just a little bit. 
Dr. HARRIS. Okay. 
Mr. HARDEN. All right. On the quality control side, they are look-

ing to see did they make the right payment in the right amount 
over or under. There are incentives that they have that they pro-
vide to States for getting that amount right. There are also sanc-
tions that they place on States if their error rates are too high, gen-
erally. 

On the fraud side—— 
Dr. HARRIS. You can follow up. I think my time is up. You might 

want to just follow up in writing. 
Mr. ADERHOLT. If you could. We just got notice we are going to 

have votes in a few minutes. I want to try to go ahead and get a 
full round. So I am going to try to stay as close on time as possible. 
So Mr. Bishop. 

VerDate Sep 11 2014 06:02 Jul 10, 2015 Jkt 095352 PO 00000 Frm 00021 Fmt 6633 Sfmt 6602 E:\HR\OC\A352P2.XXX A352P2S
S

pe
nc

er
 o

n 
D

S
K

4S
P

T
V

N
1P

R
O

D
 w

ith
 H

E
A

R
IN

G



22 

Mr. BISHOP. Thank you very much. I know that there are incen-
tives—just to follow up with the gentleman’s question—as to why 
States would want to pay attention. Georgia has had a very, very 
tired experience with the Department because of some inappro-
priate payments, and it took quite a while to try to get that re-
solved. There are sanctions, and they have a fiscal impact, which 
certainly affects a lot of our constituents, both on the government 
side and the recipient side. 

Let me turn to what your budget justification indicated, that you 
continue to see individuals providing false information to obtain 
FSA moneys through several programs, and that you will allocate 
resources as needed to investigate potential fraud in FSA pro-
grams. I think it was reported that some of the farm subsidy pay-
ments went to 28,613 deceased farmers between 2011 and 2012, of 
which 1,799 were deemed improper, according to the GAO report 
that was issued in June of 2013. 

Additionally, GAO determined that about 6 percent of the total 
subsidy payments should not have been sent due to clerical error 
or outright fraud. Can you tell us what the current level of OIG 
resources are that are dedicated to the FSA, what is planned for 
2016, if any investigations of fraud-related activity have been con-
ducted with respect to FSA programs over the past couple of years? 

I am a very strong supporter of our FSA programs, as I am for 
SNAP and WIC, but I think all of us agree that fraud should be 
rooted out no matter where it is. And I believe that we need to be 
concerned with the level of attention which has been reaped on 
SNAP versus the other programs, such as risk management, the 
conservation programs. And so can you tell me what the fraud rate, 
the error rate is? I know that SNAP and WIC are large programs, 
but what is the percentage of error rate there compared to the 
other programs? 

Ms. FONG. Okay. 
Mr. BISHOP. Because I think I was under the understanding that 

really that percentage of the total claims was small compared to 
some of the other programs that don’t get as much attention. 

Ms. FONG. Yeah. Let me just offer a few comments, and then I 
will ask Gil and Ann. We also share your view that we need to ad-
dress fraud wherever it occurs in USDA’s portfolio. And we are 
paying attention to allegations and issues in the farm programs 
and crop insurance programs. And I know we have some good ex-
amples of that. 

In terms of the improper payment rates, I think you are correct 
that in terms of what the Department reports as improper payment 
rates in the food stamp program, it tends to be in the 3 to 4 percent 
range. In some of the other programs, say the RMA and NRCS pro-
grams, the improper payment rate is much higher, in the teens, 
maybe near 20 percent. There are probably a number of reasons for 
that. We are paying very close attention to that. 

And let me just offer the chance to comment to Gil and Ann. 
Mr. HARDEN. The thing that I would add to that, too, I mean, 

we are mindful of it, but the FSA percentages for their high-risk 
programs for FSA are lower, some of the lower percentages. But we 
do keep them on the radar screen. 
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Ms. COFFEY. And I would like to just address the question you 
raised about what sorts of resources we are allocating towards FSA 
investigative work. Historically, we have focused quite a bit of our 
resources on the SNAP program. But FSA is an area that we are 
definitely looking for an increase and expecting to increase our in-
vestigative work in those areas. We have had some very good cases 
within the last recent year with high-dollar amounts, and so we do 
anticipate that within fiscal year 2016 we will be increasing our 
work in FSA. 

Mr. BISHOP. Thank you. 
Let me get on to another question quickly, that is the 2501 pro-

gram. Of course, it has been criticized—I should say it has been ef-
fective, and it has been critical to the provision of our system to 
support disadvantaged farmers. Two years ago, OIG released an ar-
ticle in recommendations with regard to the implementation of the 
2501 technical assistance program for disadvantaged farmers. It is 
my understanding that those recommendations were accepted and 
that they have been implemented successfully. Can you comment 
on that, please? 

Ms. FONG. Yes, you are right. We have looked at that program, 
and the Department, the Secretary, they have made the changes 
that were necessary to address our recommendations and to get 
those programs back on a good footing. 

Mr. BISHOP. Thank you. 
Mr. ADERHOLT. I just want to mention we have got a call for 

votes. This is a 15-minute vote, so we are going to go as long as 
we can and try to go ahead and wrap-up in this first session, be-
cause I know a lot of folks have flights that are out this afternoon. 

So go ahead, Mr. Yoder. The mic is yours. 
Mr. YODER. Thank you, Mr. Chairman. We will see if we can 

leave a little bit of time for Mr. Valadao and Mr. Young. I appre-
ciate you coming to the hearing today. It has been a very fas-
cinating discussion. I appreciate your eye towards rooting out fraud 
and improper payments and waste, and that is one of our key roles 
here in oversight, and you are a key part of that. 

I wanted to continue that line of conversation and dialogue and 
ask you a little bit about some of the changes that occurred in the 
passage of the farm bill last year and the implementation of those 
changes and some previous GAO recommendations. Now, I noted 
during the Farm Bill debate, there were about $23 billion in sav-
ings that were to occur. And I think in particular I want to hone 
in on the fact that there were $8 billion in savings that related to 
the Food Stamp Program, which is about 80 percent of the Farm 
Bill. The rest of the savings were coming from removing direct pay-
ments to farmers and cutting farm aid. 

But there was a portion of that bill and some sort of bipartisan 
agreement that was to find savings in the Food Stamp program, 
and not by cutting benefits, but by trying to reduce the fraud or 
improper payments or any abusive practices that occur. And I note 
that there was a Politico article that said the single biggest savings 
in that portion of the $8 billion comes from cracking down on what 
many see as an abusive scheme employed by about 16 States that 
distribute token amounts of low-income fuel assistance to house-
holds that help them gain higher benefits. 
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And we want to make sure the people who are eligible for bene-
fits get the benefits they receive; and we want to make sure that 
those that aren’t eligible don’t receive benefits. That way we can 
help those who need it the most. So I would be interested to know 
if you believe in your review that that is being implemented and 
will be effective, or if there have been problems in that implemen-
tation. 

And then I also note there was a GAO report in 2013 that we 
have discussed in this committee before that was entitled ‘‘Im-
proved Oversight of Income Eligibility Determination Needed in 
the WIC Program.’’ And in particular, it highlighted inconsistent 
criteria, lack of income data, inability from some States to define 
annual income, family or household most recent income in a con-
sistent way that has led to that report saying improved oversight 
of income eligibility is needed. 

So I guess could you comment on where the Department of Agri-
culture is on responding to those savings that are needed in each 
program in order to make sure that they get the payments that are 
needed to the people who deserve them? 

Ms. FONG. Let me start out, and then, Gil, you can jump in. 
Those obviously are very sensitive and current issues. With respect 
to the LIHEAP issue, we are currently doing an audit on, as Gil 
has discussed, eligibility determinations for SNAP. I believe that 
that is one of the issues that we are evaluating in that audit. So 
right now we are not able to really talk about it, but we expect that 
report to come out in the next several months. I mean, it is very 
close. So we will certainly be happy to brief you on it at the time 
that it comes out and talk with you about those issues. 

With respect to the WIC eligibility issue for recipients, I don’t be-
lieve our currently-issued audit on WIC got to that issue. We were 
looking more at controls over State food costs at the State level and 
the vendor level. So we did not specifically address that issue. And 
because GAO did such a good job of it—that is not unusual—we try 
not to overlap our work. 

Gil? 
Mr. HARDEN. Yeah, I would just add generally from the eligibility 

standpoint, that is a theme or that type of theme that you men-
tioned from GAO comes up as we look at the other programs too, 
that, you know, they need to more closely look at, you know, mak-
ing sure everybody is eligible, they meet the requirements, those 
type of things. 

Mr. YODER. I would just encourage you in your efforts to really 
investigate whether the Department of Agriculture is carrying out 
the Farm Bill in a way that is consistent with the savings that 
were expected by Congress. And that is going to be somewhat sub-
jective to whether they are actually carrying it out and enforcing 
it, or whether these 16 States and others continue to game the sys-
tem and utilize this program in what Congress has determined is 
an improper way. 

These GAO reports are only good if they are followed through on. 
And so we really need to make sure that the Department of Agri-
culture is following through on these recommendations about in-
come oversight to really root out the improper payments or fraud 
or waste that are occurring. Thank you for your testimony. 
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Yield back, Mr. Chairman. 
Mr. ADERHOLT. Mr. Young. 
Mr. YOUNG. I have a lot of questions here, but for the sake of 

my friend, Mr. Valadao, I am going to cut it down to one. 
Thank you for coming today. You know, I was at the beef expo 

in Iowa over the weekend. We eat a lot of pork and produce a lot 
of pork as well in Iowa, as you know. I understand in your budget 
you have asked for $57 million for an antibiotic resistance study on 
livestock, and that it is a new USDA initiative. Maybe you have 
studied it a little bit in the past, but you are going to go forward 
and do something broader. This causes farmers and ranchers in my 
State, and other States, some uncertainty and some cause for 
pause right there. I want to make sure that—the concerns are that 
sometimes this is viewed by ranchers and producers in a political 
science context instead of sound science, and there may be outside 
pressures. I reflect back to the GMO debate. I want to know, can 
you provide an overview of your work so far on any of this and 
where you want to go on this? How do you involve the agriculture 
community, from the producers, the farmers, to veterinarians? Will 
you be keeping us updated on this, and how will you do that? 

Ms. FONG. I believe we have an ongoing audit on that. We start-
ed it last summer. We are probably in the middle of field work at 
this point. And I am going to ask Gil to comment on specifically 
what our scope is on that. 

Mr. HARDEN. Yeah, I can kind of speak to our objective and 
scope. We are basically looking at how the Department is going 
about, you know, responding to the antibiotic resistance, you know, 
how they are going about surveillance, you know, what they are 
doing to match it with the science and stuff. It is that line of ques-
tioning. But we are in the middle of field work. And I would be 
more than happy to brief you further once we are further along in 
the process. 

Mr. YOUNG. I would appreciate that. Thank you. 
I yield back. 
Mr. ADERHOLT. Mr. Valadao. 
Mr. VALADAO. Thank you, Chairman. 
Thank you, Mr. Yoder and Mr. Young. 
Last night, reading through the testimony, I did notice the Cloud 

systems that the USDA has purchased and the lack of information 
on how they are cataloged. Only 17 of the 31 were actually showing 
up in the inventory, and some of them were actually classified 
under different categories, confused me a little bit, on what type of 
Cloud systems they were, or what they were. 

But what really bothered me about this is, obviously, it does 
store producer data. What is the USDA doing, and what kind of 
oversight can we provide to make sure that what they are using 
these Cloud systems for is secure? Obviously, we all know that 
there are groups out there that do not like agriculture and do not 
like especially animal agriculture. How safe is this data from 
breaches like what we have seen going on in so many different in-
dustries across the U.S. right now? 

Mr. HARDEN. Well, that security aspect is something that we run 
into not only in the Cloud computing, but we see in many of the 
audits that we do in the IT arena. I will say, the Department has 
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been receptive to our findings and our recommendations, and they 
are working on it. It is one of the main reasons that we want to 
put forth an IT initiative with our budget so that we can focus 
more on the security, because some of the fundamental controls 
that they need to have is knowing their inventory of hardware and 
software, so they know what they need to monitor and what they 
need to look at. 

Mr. VALADAO. That is a very scary situation, where they are not 
even sure how many of these they have. It shows they have pur-
chased 31, but they are not even sure where they are. And it is just 
a really dangerous situation for a lot of agriculture, a lot of farmers 
around the U.S. So I appreciate that, and I yield back. 

Mr. ADERHOLT. As I mentioned, we have votes on the floor. Let 
me just yield to Mr. Farr and see if he has anything that he want-
ed to add. 

Mr. FARR. No. I am sorry. Everybody is voting and kind of get-
ting out of here, so I just appreciate the leadership you bring to 
this as we prepare for our hearings. Your report was very inform-
ative. Thank you. 

Mr. ADERHOLT. And one thing that I do, and I will do it more 
for the record and since we are limited here on time, but I did want 
to mention the Farm Service Agency’s Modernize and Innovate the 
Delivery of Agricultural Systems (MIDAS). And of course, Congress 
and the taxpayers invested more than $400 million in that infor-
mation system. It was intended to improve the management of the 
antiquated IT systems for foreign programs. Your agency and the 
GAO are still investigating what went wrong with that. But it ap-
pears that USDA mismanaged this project and the funding for this 
critical investment. 

So just in closing, when is the estimated date for completing the 
audit? And then I may have some questions for the record as well. 

Ms. FONG. We are hoping to issue a report in the next several 
months, probably May, I believe. And we will have recommenda-
tions, I believe. 

Mr. ADERHOLT. Okay. And like I said, I will probably have some 
follow-up for the record on that that we want to ask some more 
questions on that. But, again, we thank you for all for being here 
today. 

We especially thank you, Ms. Fong, for your leadership and all 
your distinguished awards that you have received during your time 
as Inspector General, but of course your whole team is great. We 
respect all of you for the work that you do, and we thank you for 
the work that you do on a day-to-day basis. 

So with that, we appreciate you being here, and the hearing is 
adjourned. 
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THURSDAY, FEBRUARY 26, 2015. 

DEPARTMENT OF AGRICULTURE FOOD SAFETY AND 
INSPECTION SERVICE 

WITNESSES 

AL ALMANZA, DEPUTY UNDER SECRETARY, FOOD SAFETY, U.S. DE-
PARTMENT OF AGRICULTURE 

MICHAEL YOUNG, BUDGET OFFICER, U.S. DEPARTMENT OF AGRI-
CULTURE 

INTRODUCTION OF WITNESSES 

Mr. ADERHOLT. Good morning. The Subcommittee will come to 
order. I want to welcome to the Subcommittee this morning Mr. Al 
Almanza, the Deputy Under Secretary for Food Safety with the 
Food Safety and Inspection Service, and welcome back Mr. Michael 
Young, USDA’s budget director. 

OPENING STATEMENT—MR. ADERHOLT 

Today we are going to focus on the fiscal year 2016 budget re-
quest for the Food Safety and Inspection Service, which totals ap-
proximately $1 billion. USDA’s FSIS works to ensure that our Na-
tion’s supply of meat, poultry, and processed eggs are safe, whole-
some, and correctly packaged and labeled. 

In fiscal year 2014, FSIS conducted 6.8 million food safety and 
food defense procedures and nearly 180,000 humane handling 
verification procedures. FSIS is comprised of more than 9,200 em-
ployees and regulates more than 6,400 establishments across the 
United States. Approximately 80 percent of FSIS’ budget is for per-
sonnel, salaries and benefits. 

One of the goals of this year that we have in this Subcommittee 
is to ensure that agencies and programs within our jurisdiction are 
properly managed, which leads to efficient use of the taxpayer dol-
lars and transparent decision-making. 

This past August, FSIS published a final rule to modernize the 
poultry inspection system. Secretary Vilsack has been a strong sup-
porter of this regulation, and it is projected to improve food safety 
through a reduction in foodborne illnesses, and I look forward to 
an update on that as we move forward. 

In May last year, FSIS sent a final rule to the Office of Manage-
ment and Budget (OMB) to establish an inspection program for do-
mestic catfish. During last year’s hearing, we were told that the 
final rule would be published no later than December 2014, yet the 
rule remains at OMB. The 2008 and 2014 Farm Bills require the 
USDA to establish this program, and I want to emphasize that I 
hope this final rule can be published in the very near future. 
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Another goal for the Subcommittee is to target our limited re-
sources to the most important programs and functions. No one 
questions the valuable work carried out by FSIS personnel every 
day. 

Mr. Almanza, you started as an inspector, so you have seen first-
hand the importance of the work that inspectors do and that the 
inspectors perform. FSIS inspectors are on the front line to protect 
public health and maintain the food safety supply that we as con-
sumers often take for granted. I appreciate the work of all the FSIS 
employees, who strive to keep safe meat, poultry, and egg products 
that are available for consumers. 

The third goal for the Subcommittee is to promote U.S. agri-
culture and the bounty of this great Nation. America is a world 
leader in agriculture, and we are blessed to have the safest food 
supply in the entire world. There is a long history of support in 
Congress for meat and poultry inspection, which plays a unique 
role at USDA. 

That is why I question the President’s proposal merging the du-
ties of FSIS with the Food and Drug Administration under the De-
partment of Health and Human Services. The Department of 
Health and Human Services is a large, cumbersome agency with a 
myriad of responsibilities, and the concern is that the food safety 
would not be one of their top priorities. 

Again, thank you for being our witness this morning. Look for-
ward to your testimony, along with Mr. Young. And at this time, 
I would like to recognize the Ranking Member from California, Mr. 
Farr. 

Mr. FARR. Thank you very much, Mr. Chairman. I really have 
nothing to add. I think you said it all. I am not necessarily in 
agreement with your decision not to unify; I think this is one thing 
a modern government has to do, is we have to get more collabo-
rative. And we can get into that in the testimony. 

But thank you for your service and thank you for being here 
today. 

Mr. ADERHOLT. Mr. Under Secretary, you may have the floor, 
and we look forward to your testimony. 

OPENING STATEMENT—MR. ALMANZA 

Mr. ALMANZA. Thank you. Well, good morning, Mr. Chairman, 
Ranking Member Farr, and the members of the subcommittee. My 
name is Al Almanza, Deputy Under Secretary for Food Safety at 
the United States Department of Agriculture. With me is Michael 
Young, USDA’s budget officer. Thank you for the opportunity to 
discuss the status of the agency’s programs and policies. 

Before I get into the budget request, let me take a moment to 
express my condolences to the members and staff of the Sub-
committee on the passing of Representative Nunnelee. As one who 
has appeared before this Subcommittee many times, I can say that 
he always took great interest in the activities of FSIS, and will be 
missed. 

I am pleased to appear before you today in support of the Presi-
dent’s fiscal year 2016 budget request for FSIS, which is set at 
about $1 billion. With this funding level, I am confident that FSIS 
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will maintain effectiveness in its core mission of preventing 
foodborne illness. 

FSIS is the public health agency in USDA responsible for ensur-
ing that the Nation’s commercial supply of meat, poultry, and proc-
essed egg products is safe, wholesome, and correctly labeled. By 
law, FSIS is legally required to have inspectors present in all facili-
ties we regulate. 

This directive to our agency is a result of the Federal Meat In-
spection Act, the Poultry Products Inspection Act, and the Egg 
Products Inspection Act. The USDA mark of inspection is an impor-
tant part of the confidence that American consumers have in the 
safety of their food supply. 

FSIS will always prioritize in-plant food safety inspection and 
dedicate significant resources to ensuring that all plants have the 
required number of inspectors. The dedicated men and women of 
FSIS are on the front lines nationwide, following procedures based 
on the best available scientific evidence to ensure safe and whole-
some food. 

Just over 20 years ago, we relied on sight, touch, and smell as 
a basis for our inspection system. As one who began his career in 
1978 as a slaughter inspector in Dalhart, Texas, I could tell you 
that I know that this is true. I did it. But this approach has 
changed significantly as our understanding of science-based inspec-
tion has changed. 

It is important to remember how far we have come, but our work 
is not done, and inspection system modernization continues. This 
is what I want to highlight today as I discuss our accomplishments 
over the past year. 

Many of our accomplishments are laid out in my written testi-
mony. Ultimately, however, it is about protecting public health and 
reducing foodborne illness. As noted in the budget and our Annual 
Performance Plan (APP), the all-illness measure showed a reduc-
tion of about 41,000 estimated illnesses between fiscal years 2013 
and 2014. 

During the agency’s testimony last year, we reported on our 
plans to combat Salmonella contamination. Since combating Sal-
monella remains the agency’s top priority, I want to focus on that 
a little bit more today. Recently FSIS sought comments on updated 
and more aggressive performance standards for Salmonella and 
Campylobacter in chicken parts and comminuted poultry. This was 
in response to the agency’s Salmonella Action Plan. 

We believe these standards will have a major impact on public 
health, preventing an estimated 50,000 illnesses annually. We are 
also attacking Salmonella by modernizing our approach to poultry 
slaughter inspection. In 2014, we made a major advance in this ef-
fort by publishing a final rule on poultry slaughter inspection. 

As we look forward to the future, we are eager to finalize a pro-
posed mechanically-tenderized beef rule, which will make it easier 
for consumers to understand what they are buying at supermarkets 
and what steps they must take in the kitchen to keep their families 
safe. 

We look forward to further guiding industry in driving down 
pathogens to performance standards. We look forward to further 
improvements in the Public Health Information System (PHIS), a 
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tool that has proven to be invaluable in communicating real and 
potential threats and guiding policy. 

As we strive to improve, it is important to understand that we 
already have the world’s greatest food safety system. People from 
around the world want our products. Enhanced food safety in-
creases consumer confidence. More and more countries agree our 
foods are produced within a first class food safety system. This is 
why other nations strive to emulate our system. 

Safe food opens new markets from the European Union to Asia 
to Latin America. As I mentioned earlier, I began my career as an 
FSIS line inspector. I know firsthand the hard work that these 
dedicated men and women perform every day to ensure that we 
have the safest food supply in the world. It is because of this work 
that millions of Americans can sit down at the table and enjoy safe, 
wholesome meals every day. 

Thank you for your continued support of our vital work as a pub-
lic health agency. 

[The information follows:] 
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NEW POULTRY INSPECTION SYSTEM 

Mr. ADERHOLT. Thank you, Mr. Almanza, for your testimony this 
morning. And we will look forward to having some time to ask you 
some questions and shed some more light on some of the issues 
that we will bring before you this morning. 

Secretary Vilsack, yourself, and so many others at the Food Safe-
ty and Inspection Service have been very strong supporters of the 
New Poultry Inspection System (NPIS), and it is projected to pre-
vent an additional 5,000 foodborne illnesses each year. Given that 
the final rule was issued last August, can you talk a little bit about 
the current status of implementing this new system? 

Mr. ALMANZA. Yes, sir. We are currently in bargaining with the 
National Joint Council, with the representatives that represent the 
union of the food inspectors. We anticipate that that bargaining 
will last about six months. We began in December, and we are 
hopeful or our plan is to implement or begin the implementation 
of the New Poultry Inspection System around the latter part of 
July or the first part of August. 

Mr. ADERHOLT. How many plants have indicated they will imple-
ment the new system and will begin implementing the new system 
this calendar year? 

Mr. ALMANZA. This calendar year? So the deadline for opting in 
for the first wave was February 23rd, and we had just over 40 
plants that had expressed an interest in opting in. 

Mr. ADERHOLT. Just over 40? 
Mr. ALMANZA. Yes, sir. 
Mr. ADERHOLT. As this system is implemented and as you move 

forward into getting it implemented, what do you think is going to 
be the top benefit that we as Members of Congress could tell con-
sumers that this is doing, this investment is doing? 

Mr. ALMANZA. Well, it is going to prevent 5,000 foodborne ill-
nesses. As a public health agency, I think that is where we need 
to be focused, preventing foodborne illnesses and protecting public 
health. I think that is the number one thing. I think the second 
is that we are always looking for modernization and modernizing 
how we inspect on the slaughter line. 

Mr. ADERHOLT. So the number of foodborne illnesses overall—I 
used the 5,000. Is that consistent with what you are seeing? 

Mr. ALMANZA. Yes, sir. That is an estimate, but that is what we 
are seeing as part of this poultry slaughter rule. 

CATFISH INSPECTION 

Mr. ADERHOLT. Let me switch over. You mentioned Congressman 
Nunnelee, and we certainly miss his presence here on the Sub-
committee and his untimely death last month. But let me switch 
to an issue that he would have probably asked had he been here, 
and that is about the catfish inspection. 

As I mentioned in my opening remarks, I am hopeful that the 
final rule establishing a program for domestic inspection of catfish 
will be published in the very near future. Your fiscal year 2016 
budget request includes $2.5 million and 18 full-time employees for 
the implementation of the rule. When can we expect the final rule 
to be published and implemented? 
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Mr. ALMANZA. We are hopeful to get it back from OMB. But in 
the interim, we are having a lot of correspondence go back and 
forth between OMB and the agency. They ask us questions regard-
ing the rule. We are hopeful that that will conclude soon. 

Mr. ADERHOLT. And when you say soon, do you have a time 
frame that—— 

Mr. ALMANZA. We are hopeful that around April, we will get it 
back from OMB. 

Mr. ADERHOLT. There are some rumors going around that the 
delay is linked to the trade negotiation with Asian countries. Can 
you speak to that at all? 

Mr. ALMANZA. No, sir. I quite frankly stick to food safety and I 
really do not get involved in those types of issues. 

Mr. ADERHOLT. Have you heard anything that that could be 
a—— 

Mr. ALMANZA. No, sir. 
Mr. ADERHOLT. Not that you are aware? 
Mr. ALMANZA. Not that I am aware of. 
Mr. ADERHOLT. How many catfish slaughter and processing 

plants will be incorporated? 
Mr. ALMANZA. Slaughter plants, about 18, and processing, over 

400 that FDA has given us a list of. 
Mr. ADERHOLT. What kind of changes will these plants need to 

make to meet expectations under the new program that would go 
forward? 

Mr. ALMANZA. Well, they will have to adapt Hazard Analysis and 
Critical Control Points (HACCP) principles, so that will be some-
thing new to the industry, though they do have a form of HACCP. 
I do think that they will just need to look at things in a little bit 
different way that FSIS requires. 

Mr. ADERHOLT. How will the new catfish inspection program af-
fect your staff? 

Mr. ALMANZA. My staff here at headquarters? 
Mr. ADERHOLT. Overall. 
Mr. ALMANZA. Overall? Well, we will have an increase of about 

18 full-time inspectors in the slaughter facilities. And it will ex-
pand the number of inspectors in processing facilities because we 
will have to have more processing inspectors to staff those addi-
tional plants that come in that process catfish as well. 

Mr. ADERHOLT. And the inspection of catfish processing plants 
are being incorporated into the existing inspection controls? 

Mr. ALMANZA. Yes, sir. 
Mr. ADERHOLT. Mr. Farr. 

BEEF SLAUGHTER FACILITIES 

Mr. FARR. Thank you very much. Thank you for your career of 
service. 

I need to know more to understand the process for beef slaugh-
ter. I represent a lot of cattlemen who want to get into the organic, 
selling grass-fed beef to the local markets and restaurants. So your 
testimony points out that the responsibility of the government is to 
require that you have inspectors present in every meat, poultry, 
and processed egg product facilities. So there are two kinds. You 
mentioned there is slaughter and there is processing. 
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To be an inspector in a slaughter plant, what are the qualifica-
tions? Because you mention that there are also veterinarians. Do 
you have to have a veterinary license to be an inspector? 

Mr. ALMANZA. No, sir. We have inspection personnel or inspec-
tors. Basically, the basic requirements is that they have a min-
imum of a high school education and that they also have a min-
imum of three years’ experience in a food environment. 

Mr. FARR. So when do the veterinarians come into the procedure? 
Mr. ALMANZA. Any establishment that slaughters has a veteri-

nary presence. So I would say in livestock, usually if it is a bigger 
plant, we have a veterinarian that is there all the time. If it is a 
smaller plant that can be put on a patrol—let’s say they slaughter, 
say, five to ten a day or a week—then we have a veterinarian in 
the area. 

Mr. FARR. Visiting. That is what I am interested in. So it is a 
very expensive process, to have veterinarians, a doctor in veteri-
nary med. 

Mr. ALMANZA. Veterinarians. 
Mr. FARR. Is that still necessary, do you think? 
Mr. ALMANZA. I do. I think the veterinarians are the expert in 

food diseases and animal health in those establishments. And when 
you have issues surrounding animal health, they can get a lot of 
attention very quickly. 

Mr. FARR. How many beef slaughter facilities do we have in Cali-
fornia? 

Mr. ALMANZA. In California? I do not know the number right off 
the top of my head, but I can get that for you. 

Mr. FARR. I would like to know. And then each one of those, if 
it is a full-time—see, the problem is that it is all consolidating. And 
so you really have—as a beef producer, as a rancher, you have got 
a whole—if you haul your cattle to the slaughter plant, those are 
a long ways away because they have been consolidated because it 
is a very expensive operation, as you indicated. 

Mr. ALMANZA. Right. 
[The information follows:] 

BEEF SLAUGHTER ESTABLISHMENTS IN CALIFORNIA 

There are 21 beef slaughter establishments and 293 beef processing establish-
ments in California. FSIS has a total of 466 inspection program personnel in Cali-
fornia. 

STATE MEAT AND POULTRY INSPECTION PROGRAMS 

Mr. FARR. Do you have any States where you have contracted 
with the State to do the inspections? 

Mr. ALMANZA. We have different State programs. We have the 
newest Cooperative Inter-state Shipment Program, but we also 
have the Talmadge-Aiken inspection program where States—— 

Mr. FARR. What States have you contracted with? Is it full States 
or just pieces of States? 

Mr. ALMANZA. Full States. So it is the ones—27 States. 
Mr. FARR. So it might be incentive for the States to essentially 

take over that manpower development that you need to be cer-
tified. Is there a process for being—when you—— 

Mr. ALMANZA. To enter into the Talmadge-Aiken program? 

VerDate Sep 11 2014 06:02 Jul 10, 2015 Jkt 095352 PO 00000 Frm 00098 Fmt 6601 Sfmt 6602 E:\HR\OC\A352P2.XXX A352P2S
S

pe
nc

er
 o

n 
D

S
K

4S
P

T
V

N
1P

R
O

D
 w

ith
 H

E
A

R
IN

G



99 

Mr. FARR. Yes. 
Mr. ALMANZA. Yes. If they have a State program, then they just 

contact us. And they use their personnel, but we provide them 50 
percent of their—— 

MOBILE SLAUGHTER UNITS 

Mr. FARR. Here is the problem I am constantly getting. I rep-
resent the central coast of California. It is essentially the salad 
bowl capital of the world. We grow more grapes than Sonoma, 
Napa, and all those counties with the screw-top bottle wine. 

And so a lot of these ranchers now, they say, I am growing all 
my cows from birth. They are birthing here. They are being raised 
on my ranch. They never leave. And it is nothing but natural 
grass-fed; in fact, some of the ranchers are trying to bring back the 
native grasses. They are doing all this wonderful land conservation. 

And they are organic, and they want to market it to the farmers 
markets and to the local restaurants who they have all made a 
deal. And they are saying, look. My neighbor is growing grapes and 
puts those in a bottle, and you come to his house for dinner and 
he can sell you a case of wine with his name on it. 

People come to my ranch and have a nice meal with me and I 
give them some—I can slaughter it for my own personal consump-
tion, but I cannot sell them that meat. So what they are trying to 
do is make it cost-effective to have a local—we actually created a 
trailer that you can move around, and you inspected it and it is all 
okay. 

Mr. ALMANZA. A mobile slaughter unit. 
Mr. FARR. But now we do not have those inspectors. We need to 

figure out a way that is cost-effective to get a circuit rider, essen-
tially, for inspectors because what you could do—and I do not know 
all the intricacies of the difference between a slaughter unit and a 
processing plant. 

But it seems to me we have—I think Monterey Pasta is one in 
the process because it has meat in the pasta. They have to have 
an inspector. I think there are about seven or eight processing fa-
cilities that package foods that have to have an inspector. 

But I would love to figure out a way with you to make these 
rural areas—I know Washington and the islands, and I am sure up 
in your area in Maine, there are probably—where these micro— 
these are startup small businesses that could really get going if we 
could help them in this lineal process of making it cost-effective. So 
can the government—we need to work out a way to sort of ride cir-
cuit. 

Mr. ALMANZA. We have a number of relief inspectors that are not 
necessarily assigned to a specific establishment that—say, for ex-
ample, in some other Midwestern states, we have like Amish can-
ning facilities that move from one part of the country to the other. 
And so as they move from one district to another, one inspector will 
inspect them in one State, and then they get picked up in another 
State. 

And so we can do that anywhere. That is not just exclusive to 
processing plants. We can do that with slaughter plants. They just 
have to have the facility or the mobile slaughter unit to be able to 
accomplish that. 

VerDate Sep 11 2014 06:02 Jul 10, 2015 Jkt 095352 PO 00000 Frm 00099 Fmt 6601 Sfmt 6602 E:\HR\OC\A352P2.XXX A352P2S
S

pe
nc

er
 o

n 
D

S
K

4S
P

T
V

N
1P

R
O

D
 w

ith
 H

E
A

R
IN

G



100 

Mr. FARR. We have those. It is just too expensive to get the in-
spector out in these really rural areas, in non-urbanized areas. 
They really—because these are not full-time—they do not have the 
economy of scale. So you have to haul cattle hundreds of miles to 
get them slaughtered. I just do not think that makes sense. Any-
way—— 

Mr. ALMANZA. I do not know why the inspector could not go there 
because basically, they get eight hours of free inspection every day. 

Mr. ADERHOLT. Mr. Yoder. 

COUNTRY OF ORIGIN LABELING 

Mr. YODER. Thank you, Mr. Chairman. Mr. Almanza, Mr. Young, 
welcome to the Committee. Thank you for your testimony today. 

I noted yesterday when Secretary Vilsack appeared before the 
Committee there was some discussion relating to the Country of 
Origin Labeling (COOL) standards and the WTO ruling, and I 
thought I would follow up with you, sir. Some of this falls near 
your agency’s or your subdivision’s responsibilities. 

And I wondered if you could update us on where the WTO is in 
the appeal, describe what the impact would be on the United 
States of an unfavorable ruling, what sort of ramifications or retal-
iatory measures we could expect, and what the timeline of that 
would be. 

Mr. ALMANZA. Congressman, as far as the FSIS goes, we really 
have limited responsibility over COOL other than some of the re-
quirements for labeling would fall under us. But we really do not 
have any level of engagement in the COOL negotiations or in that 
area. 

Mr. YODER. When it comes to food labeling and your division’s 
responsibilities related to that, what interactions do you have re-
lated to some of the trade agreements that are being negotiated 
such as the Trans-Pacific Partnership (TPP) or other items? 

The secretary was just out in my district last week to promote 
the idea of exporting more agricultural goods around the world, 
and promoting free trade and the value that would create to agri-
cultural communities, and job creation in all of our districts, and 
the opportunity to move people out of poverty, and really testified 
to all the positives that come with that. And the Administration is 
putting its full weight behind support of the TPP. Fast-track au-
thority for the President is another area, the Trade Promotion Au-
thority (TPA). 

And so I guess I would be interested to know, what engagement 
does food safety have related to that? Because as we get into free 
trade, labeling does have an impact on some of those agreements 
and the retaliatory measures that could occur. 

Mr. ALMANZA. Right. The labeling feature, or I would say our re-
sponsibility in labeling, obviously carries over into the inter-
national market. But we have a very robust labeling program right 
now. In fact, it used to take—the turnaround time for labels in the 
industry used to be close to 21 days. Right now, if someone in the 
industry wants a label approved, we are able to turn those around 
within three to five days. But those are all labels that—— 

Mr. YODER. My question is a little different, just in terms of are 
you aware or is your subdivision engaged in any relationship re-
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lated to those labels and their ability to impact free trade agree-
ments? 

Mr. ALMANZA. No. Not from a food safety standpoint, they are 
not. 

SINGLE FOOD SAFETY AGENCY 

Mr. YODER. And then I noted in your testimony that the Presi-
dent is again asking Congress for authority to submit fast-track 
proposals to reorganize or consolidate federal programs to reduce 
the size of government and cut costs. The Administration is pro-
posing to consolidate the FSIS and the food safety components of 
the Food and Drug Administration (FDA) to create a single new 
agency within the Department of Health and Human Services. 

What does that future look like? How does it affect the services 
that our constituents would receive? How much savings would that 
achieve? How many employees would be consolidated? Where 
would the savings come from, and what does that look like? 

Mr. ALMANZA. Well, to me, I would say that one of the things 
that I have focused on since I came to FSIS is modernization. And 
I would say the consolidation of two agencies or three agencies or 
18 agencies that have food responsibilities, I think that is an initia-
tive for the Administration. 

As long as we are engaging in that conversation, as long as we 
maintain carcass-by-carcass inspection and we maintain a daily 
presence in all processing facilities, I think that that is where we 
play a vital role in that discussion. 

Mr. YODER. Are you aware of what the savings would be or how 
the consolidation would create less government bureaucracy? Cer-
tainly I understand that your goal would be to maintain the serv-
ices at the same level. What does that look like on the other side 
in terms of savings or costs that would be reduced either through 
personnel or through equipment or other maintenance? 

Mr. ALMANZA. I think it is too early to tell because we have not 
even started the discussion of how that would look. But again, as 
long as we are at the table and are able to engage in what we be-
lieve is the core mission of our agency, I think that that is where 
we need to be in the discussion. 

Mr. YODER. I just think it is helpful for us to have that informa-
tion as we try to decide whether these are good ideas or bad ideas. 
I think most of us would certainly believe that government is too 
large, too expensive, too bureaucratic, and so opportunities to re-
duce some of those inefficiencies while still providing a good service 
for our constituents would be high on our priority list. So that in-
formation would be helpful so that we could really consider those 
proposals. 

Thanks for your testimony. Appreciate it. Thanks, Mr. Chair-
man. 

Mr. ADERHOLT. Mr. Bishop. 

NEW POULTRY INSPECTION SYSTEM AND WORKER SAFETY 

Mr. BISHOP. Thank you very much, Mr. Almanza and Mr. Young. 
Thank you for coming. 

As you and I have discussed, FSIS believes that under the new 
rule, FSIS inspectors who are assigned to poultry processing plants 
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will be able to intercede on behalf of plant workers when the FSIS 
inspectors believe that there are some safety issues or violations 
within the facility. Given the history surrounding the plant safety 
issue, I would like to fully understand how the process would work, 
how the new poultry inspection system can make a positive impact 
on worker safety in poultry processing plants. 

From my perspective, worker safety is not really a worker or a 
management issue. It is everybody’s issue. So I have got some spe-
cific questions I would like to just ask you to respond to. 

One is, what specific authority will the inspectors have as it re-
lates to safety? Is there an inter-agency agreement between your 
folks and the Department of Labor’s Occupational Safety and 
Health Administration (OSHA) with respect to FSIS inspectors re-
porting plant safety violations, and how are those violations going 
to be treated and processed? 

What kind of training will be made available to the inspectors in 
this area? And has the agency discussed the process and sought the 
input of both industry and labor representatives? Are there any 
added costs that are associated with the expanded safety respon-
sibilities, and who will be responsible for assuming those costs? 

And how will it affect the animal welfare along the line? Will 
there be independent external audits performed in addition to the 
internal inspector reports? And put that in the context of the fact 
that you are asking for less money in this budget than you did last 
year, and you are including in what you are asking for a perform-
ance-based user fee which you have requested in the past and 
which Congress has not seen fit to allow. 

So you are going to be taking on more, asking for less resources, 
fewer resources, to undertake it, and of course including in what 
you are asking for is something that Congress has not had the in-
clination to grant you. So can you kind of react to that for me? 

Mr. ALMANZA. Yes, sir. I will try to answer as many questions 
as you asked, and if I miss one, just get me back on track. 

So the New Poultry Inspection System, we engaged with the De-
partment of Labor extensively. Yes, we have an agreement with 
Department of Labor as to what their expectations are, what our 
expectations are, because our inspectors are not going to be OSHA 
inspectors. 

It is simply going to be if they observe an issue that involves 
worker safety. And I am not talking about FSIS employees; I am 
talking about industry employees. They are not obviously experts. 
We are food safety inspectors. But we are—— 

Mr. BISHOP. So they will not have any authority with respect to 
safety? 

Mr. ALMANZA. They will call OSHA and they will notify OSHA 
of that hazard that they observe. 

Mr. BISHOP. That will not be one of their responsibilities or re-
quirements? 

Mr. ALMANZA. Well, they will call OSHA. Yes, they will. And yes, 
we do have a training capacity for that to be implemented once we 
finish through the negotiations or the bargaining with the union. 

Now, the piece of how we are going to be more efficient—— 
Mr. BISHOP. Is there an agreement? Do you have a memorandum 

of understanding with OSHA? 
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Mr. ALMANZA. With Department of Labor. 
Mr. BISHOP. With Department of Labor? 
Mr. ALMANZA. Yes, sir. 
Mr. BISHOP. You do have that? Okay. Would you mind submit-

ting that for the record? 
Mr. ALMANZA. Yes, sir. As far as the staffing in the plant, actu-

ally it is much more effective to have inspectors off line rather than 
on the line touching every single bird. Having them at the end of 
the line and having the plant remove any birds that have cosmetic 
deficiencies or that are not suitable for food, then they are removed 
before they ever get to the inspector. 

[The information follows:] 

FSIS MEMORANDUM OF UNDERSTANDING WITH OSHA 

FSIS has had a Memorandum of Understanding (MOU) with OSHA since 1994 
which is provided for the record. 

Building on this MOU, in 2014, FSIS released the attached Notice which imple-
ments the main intent of the MOU as well as addresses some of the primary con-
cerns raised by comments to the poultry slaughter modernization rule. 
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Mr. BISHOP. Do you have any agreements with the labor organi-
zations within the processing plants regarding the FSIS inspectors’ 
involvement with safety? And how will that work when the FSIS 
inspectors who are now currently there—they will be downsized, 
and of course you will have fewer inspectors there. What kind of 
relationship or what kind of understanding agreement do you have 
with the worker organizations? 

Mr. ALMANZA. Well, we are currently in bargaining, as I said ear-
lier, and we expect the bargaining to conclude somewhere around 
May. But actually, we do not have—it is not less inspectors. It is 
going to be inspectors positioned to where they are able to focus on 
food safety tasks rather than on cosmetic type issues involving 
those birds. And as I have said before—— 

Mr. BISHOP. The ones at the end of the line will be observing for 
cosmetic—— 

Mr. ALMANZA. The ones at the end of the line will be catching 
anything that the plant does not catch or plant personnel does not 
catch. 

Mr. BISHOP. So they still will be doing cosmetic inspection. 
Mr. ALMANZA. Well, it is kind of like standing at the end of the 

line and watching anything that is different. 
Mr. BISHOP. Right. I think my time has expired. But I guess my 

concern is if you now have FSIS inspectors who are independent 
all along the line and you will be replacing them, eliminating them 
and only having FSIS inspectors who are independent at the end 
of the line, it seems to me that—and you are delegating authority 
to the industry personnel that FSIS inspectors formerly had, that 
seems to be what some have said is the fox is guarding the hen-
house. 

Mr. ALMANZA. Well, that is not true at all. Actually, by removing 
the inspectors from touching every single—— 

Mr. ADERHOLT. Go ahead and finish that thought. 
Mr. ALMANZA. Okay—touching every single bird, we are going to 

be completing sometimes double and triple the number of food safe-
ty tasks that are protecting public health. 

Mr. ADERHOLT. Mr. Young. 

HIGHLY PATHOGENIC AVIAN INFLUENZA 

Mr. YOUNG of Iowa. Thank you, Mr. Chairman. Gentlemen, 
thank you for being here today. 

I want to ask you about a great issue affecting a lot of our poul-
try producers in Iowa and across the country, and that has to do 
with the avian influenza, found in birds in the wild in the Pacific 
Northwest. It has led to a lot of countries banning imports from the 
region, and a few have banned U.S. poultry products altogether. 

I want to know what your agency is doing to help resolve this 
issue and at what levels any kinds of resolutions are being sought, 
if it is at the Secretary level or your level or lower. How are you 
working with producers in the affected regions to prevent the 
spread of the virus? 

Mr. ALMANZA. We have been engaged from day one. Obviously 
that is a live animal issue, which falls under the Animal and Plant 
Health Inspection Service (APHIS) jurisdiction. But because it af-
fects the domestic market, we have been engaged with APHIS and 
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with the Secretary’s office. The Secretary’s office has been very 
proactive in trying to address some of these issues, trying to re-
gionalize the affected areas to minimize the impact to the industry. 

Mr. YOUNG of Iowa. Where do you think we are in terms of reso-
lution, and how far are we in the process of demonstrating that 
this avian flu is under control and we have good, safe poultry prod-
ucts for the markets abroad? 

Mr. ALMANZA. It is hard to say what other countries will do, sir. 
But we are being very proactive in trying to get the message to 
them that this is very localized in the areas in which avian influ-
enza has been found, and so we are trying to communicate that to 
our most important trading partners. 

SINGLE FOOD SAFETY AGENCY 

Mr. YOUNG of Iowa. Thank you. This could be for both of you, 
this next question. It touches on what my colleague Mr. Yoder was 
commenting on about FSIS and the FDA consolidation proposal. 

You mentioned modernization. That can mean many things to 
many different people. I do not know what that means to you. It 
means something different to everybody in this room, in a sense. 
Is there duplication now that you see that has spurred this on? Are 
there prospective savings that you see already, or do you need to 
further investigate this and look at the agencies? How will it affect 
services in our districts? Just what does this all mean? 

Mr. ALMANZA. The modernization that I was talking about, sir— 
and I do not know if Mike wants to address part of that—but the 
modernization that I was talking about is we have a lot of tools 
that tell us that we can do things better. For example, our Public 
Health Information System, we perform hundreds of thousands of 
tasks in these establishments every year. And so what does that 
tell us, and how are we using that data to tell us whether we are 
inspecting smarter and we are actually doing public health/food 
safety type issues? 

So I was talking about looking at our data internally to see in 
what direction we need to go and are we doing the smartest things 
that we need to to keep food safe. And so modernizing poultry in-
spection, I think that is another area that was long overdue. We 
have been inspecting poultry the same way for 57 years. 

The only thing that had changed in poultry plants was how we 
inspected. Everything else has changed because of how things are 
done in these facilities, the science and everything else. So I would 
say, from my perspective, the modernization piece is looking inter-
nally to see how we do things and can we do them better and more 
responsible to the taxpayer. 

Mr. YOUNG. Sir, at this point in time I do not have any specifics 
on what the savings might be. That sort of a consolidation would 
be worked out over time if the authority were granted. 

Mr. YOUNG of Iowa. But is it your bet that there will be savings, 
and this is not going to cost us more? 

Mr. YOUNG. Again, at this point, I do not think I would speculate 
on that. 

Mr. YOUNG of Iowa. Well, when you can speculate, you will let 
us know? 

Mr. YOUNG. Yes, we will. 
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Mr. YOUNG of Iowa. Thank you very much, Mr. Chairman. I yield 
back my time. 

Mr. ADERHOLT. Ms. Pingree. 

SMALL PRODUCER/FARMER ASSISTANCE 

Ms. PINGREE. Thank you very much, Mr. Chair. Thank you for 
being here today and bringing your many years of expertise and ex-
perience into this role. I appreciate that. 

I want to talk a little bit about something that the Ranking 
Member brought up. I am interested as well in the bigger poultry 
processing facilities. But I represent the State of Maine, and we 
used to be a poultry State. In fact, we used to be a giant in the 
poultry world, which would seem hard for people to believe today, 
but I think that with consolidation and transportation costs and 
grain coming from the Midwest, not New England, things changed 
dramatically. 

The good news is it is coming back, and probably related to some 
of the things the Ranking Member said. There are all these great 
new markets because the consumer wants to buy naturally-raised 
poultry. They have all these new criteria that they are really inter-
ested in, and they would love to buy more locally. 

That is great for Maine. We are very proud of the idea that poul-
try is coming back. But the logjam is always the slaughtering facil-
ity, and that is true with all locally produced meats. But I want 
to focus on poultry. 

We have an agreement in our State. You can slaughter up to 
20,000 birds in a State-operated facility. Actually, I have one on my 
farm. But that is 400 birds a week, so it does not get very large, 
and it does not take too long for somebody who wants to really be 
in the business to get beyond that. 

And we have two facilities about to come on line; at least, we 
hope so. This winter has slowed things down a little. And one in 
particular I brought up last year, but it is another year and they 
are very close. There is a farm in Northeastern Maine that has 
dairy and have been doing poultry processing under the 20,000-bird 
exemption, but they are now just about to the final stages of com-
pletion of a USDA-inspected facility. 

They have invested an enormous amount of money, probably 
close to a quarter of a million dollars in doing this, and have gotten 
a lot of really local, community-based support. They just went to 
get their first order of chicks. They were so worried that the cold 
weather would affect the chicks. As you might know, in small facili-
ties, people get their baby chicks through the mail, so they were 
worried the chicks would get too cold on the way, and they drove 
all the way to New Jersey between storms to get those chicks. 

And they are close to Eastport, Maine which has the record for 
snowfall in New England right now, 108 inches. So anyway, you 
can imagine it is not the easiest place to operate. 

And the question I brought up last year, and now I am closer to 
worrying about it, is will they have an inspector? Do you have the 
money to make sure that they have a USDA inspector there? How 
can we guarantee them, now that they have gone through all this 
process and now that Maine has the opportunity to come back, that 
there will be an inspector? 
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There is a second facility. We had another poultry grower, 
Mainely Poultry, that got too big for their 20,000-bird exemption. 
And so they are teaming up with another poultry operation to have 
a plant in Gardiner, Maine. So we are hoping that will come online 
soon. 

So this is a big change for us. This is not an area of the country 
that you have operated in a lot. And they have certainly asked me 
many times, ‘‘Do you think we will really have an inspector when 
we get to that point?’’ So I am here today to make sure we talk 
about this again as they get closer. 

Mr. ALMANZA. Sure. All we need is lead time, and it does not 
take a whole lot of lead time. If we know eight weeks out, we can 
prepare for that. Obviously, we will need to hire new employees. 

But as I said earlier in one of the other questions, we have what 
we call relief inspectors, which are inspectors—typically we have 
like a relief inspector for every seven employees that we have. And 
that is for sick leave, for annual leave, for any type of leave that 
they take, but also for situations like this. When a new plant opens 
up, we are going to have to draw from somewhere. 

We also have what we call intermittent inspectors, which are ba-
sically like substitute teachers. We call them. We only pay them 
while they are working. And so we have that population as well. 
So we can take, say, some When Actually Employed (WAEs), put 
them in full-time positions in one part of the country, and move 
full-time inspectors on relief to a new facility because obviously, a 
slaughter facility is going to take more than one inspector. It is 
going to take multiple inspectors. 

So the answer to your question is yes. You can go back home and 
tell them they will have inspection personnel. 

Ms. PINGREE. I am interested in how it operates anyway. Is it 
likely that over the long run, assuming this is a profitable facility 
and they stay in business, that there would be an inspector that 
moves there and is stable and works with that facility all the time? 
Or will it always be a traveling inspector? 

Mr. ALMANZA. I am sorry. Yes. No, we would have permanent 
employees assigned there. It is cheaper for us to have permanent 
employees there, and that way we are not paying them per diem 
and other things for them to be there temporarily. 

Ms. PINGREE. Great. I only emphasized the amount of snow and 
the distance from civilization to make sure that people understand 
some of these facilities are very remote. But those used to be the 
centers of agriculture, and we would like to see them coming back. 

Mr. ALMANZA. Sure. And I thought it was pretty good that they 
were able to get in between storms. [Laughter.] 

Ms. PINGREE. That is true. 
Mr. ALMANZA. They ought to go into the weather forecasting 

business. 
Ms. PINGREE. Yes. That was lucky. Well, thank you very much. 

I appreciate your answers. 
Mr. ALMANZA. Thank you. 
Mr. ADERHOLT. Dr. Harris. 
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FOODBORNE ILLNESSES 

Dr. HARRIS. Thank you very much. Thank you, Mr. Almanza, for 
coming before us. And I do want to thank you for working with the 
industry on the poultry modernization of the inspections. Poultry 
is a big industry in my district, and I know that you work with in-
dustry, and you brought it up to date, just like you said. We are 
now doing it in a modern way. 

Let me ask you—I have only two questions for you. The first one 
is that in the fiscal year 2016 budget, once again you propose the 
collection of a user fee for performance to recover the costs of any 
additional inspections due to performance. And I guess I will just 
make a comment; I do not need you to comment. 

I have a little concern that I feel it actually creates an incentive 
for an inspector to find something wrong so that they come back. 
That is just human nature, and so I just have reservations about 
that. We have a system. If the inspector finds something wrong, I 
do not mind you coming back to reinspect. But I do mind levying 
a fee when you have to do that because again, I just think it cre-
ates an incentive for finding something wrong. 

And I know in your industry it might not be true. But I will tell 
you, in other regulatory environments, you talk to business people 
and they say their regulators come in and they have to find some-
thing wrong because they can collect a fine if they do. So they look 
for the smallest little thing that may or may not make a difference. 

But my major question is, this week the FSIS, along with the 
Centers for Disease Control and Prevention (CDC) and FDA, an-
nounced a new method for estimating the percentage of foodborne 
illnesses associated with specific foods. And it was to look for 
source attribution for Salmonella, E. coli 157, Listeria 
monocytogenes—it has been many years since I had to say that— 
and Campylobacter. 

Can you provide us with some of the details and how this coordi-
nated effort will create more effective measures for preventing 
foodborne illnesses? 

Mr. ALMANZA. Yes. The Interagency Food Safety Analysis Col-
laboration (IFSAC) report reported that Salmonella illnesses by 
FSIS-regulated products is at 34 percent. And so they are talking 
about 10 percent for chicken, 9 percent for beef, 8 percent for pork, 
7 percent for turkey; and then for FDA-regulated products, at 
about 66 percent. 

So I think that that is just another opportunity as these discus-
sions move forward about the single food safety agency that those 
are the kinds of things that we need to engage in and talk about 
before anything is done. 

Dr. HARRIS. So is the plan just to look through the other patho-
gens—you gave the example of Salmonella. Is this to create that 
same matrix for other pathogens and then to see what is the way 
to best make foodborne illnesses less prevalent? 

Mr. ALMANZA. Yes, absolutely. And then we do, through attribu-
tion, to figure out what products are making people sick. Yes, sir. 

Dr. HARRIS. I would imagine that what we will find, is that Sal-
monella—the FSIS, it is your products predominately. That will be 
the largest contributor from what you inspect, would be the Sal-
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monella contamination, I guess, although E. coli may also be sig-
nificant. 

Mr. ALMANZA. E. coli, it is significantly down. But that is some-
thing that we pay close attention to as well. Yes, sir. 

Dr. HARRIS. And just out of curiosity, what are some of the new 
scientific methods that you are using to detect the contamination? 

Mr. ALMANZA. There is a lot of new technology available on the 
market. We have three labs that we do a lot of testing in, which 
we have one in Athens, Georgia, one in St. Louis, Missouri, and 
one in Alameda, California that we send samples to daily for dif-
ferent types of testing. 

Dr. HARRIS. What about onsite? Are there onsite tests available 
for these pathogens as well? 

Mr. ALMANZA. Rapid tests? 
Dr. HARRIS. Yes. Rapid tests. 
Mr. ALMANZA. We do not use that type of technology yet. Obvi-

ously, that is something that, with an eye toward the future, we 
could get there. 

Dr. HARRIS. Sure. Listen, again, thank you very much for coming 
before us. And I do want to thank you for working with the indus-
try on the poultry inspection. 

Mr. ALMANZA. Thank you. 
Dr. HARRIS. Thank you. I yield back. 
Mr. ADERHOLT. Mr. Valadao. 

OUTREACH TO SMALL/VERY SMALL PLANTS 

Mr. VALADAO. Thank you, Mr. Chairman. And I apologize for 
being late. I was in another Committee. 

I wanted to follow up on a couple comments that were made ear-
lier to two of my colleagues here when it comes to small beef 
plants. I am a dairy farmer, a small business guy myself, and I 
have watched a lot of my friends who have not had the opportunity 
to grow or are still new to the marketplace struggle with regula-
tions because they do not have the resources at hand to be able to 
get through the regulatory process like others, if it is attorneys or 
if it is engineers or whatever it may be. 

So can you explain a little bit about how FSIS ensures that small 
and very small processing plants have access to the regulatory in-
formation, and if there is any type of—I do not want to say exemp-
tion, but relief for those that are in the process of either getting 
into the business or not wanting to grow but trying to chase that 
niche market? 

Mr. ALMANZA. We have a very, very robust outreach program for 
small and very small plants, and the goal simply for that program 
is to help small businesses navigate through the regulatory proc-
ess. We have a USDA small plant help desk that we fielded over 
1,900 inquiries last year, but that is basically what it is targeted 
at, is helping these new farmers and ranchers deal with FSIS-type 
issues. Also, we have a web page. Last year we received over 
11,000 views from these small plant producers. So I would be glad 
to provide that information for you if you would like. 

Mr. VALADAO. Yes, please. 
Mr. ALMANZA. Because I think that that would be helpful in 

helping your constituents. 
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[The information follows:] 

FSIS OUTREACH TO SMALL AND VERY SMALL PROCESSING PLANTS 

There were 1,902 Small Plant Help Desk inquiries and 11,263 small plant 
webpage views during FY 2014. 

The Small Plant Help Desk’s toll-free number is 1–877–FSIS–HELP (or 1–877– 
374–7435). Staff is available 8 a.m. to 4 p.m. Eastern time, Monday through Friday. 
They can also be reached at InfoSource@fsis.usda.gov. The Agency also publishes 
Small Plant News which has information on new regulatory developments affecting 
small plants. Finally there is a great deal of information online, including past 
issues of Small Plant News, located at http://www.fsis.usda.gov/wps/portal/fsis/ 
topics/regulatory-compliance/svsp. 

NEW POULTRY INSPECTION SYSTEM 

Mr. VALADAO. All right. And I think a little bit was asked earlier. 
This is the joy of being the last man to ask questions. You always 
get the leftovers. But the FSIS has modernized the inspection proc-
ess for poultry. Can you elaborate as to your plans regarding the 
next steps in modernization of the food industry? And when imple-
menting system improvements, do you request stakeholder input? 

Mr. ALMANZA. Yes, we do request stakeholder input. But again, 
as I was saying a little bit earlier, modernization for me is looking 
internally on how we can do things better, how we can do things 
smarter. Obviously, preventing foodborne illnesses is number one. 
That is our number one priority. But if we can go along and save 
the taxpayers money, that is an added bonus to us as well. That 
is not our priority. Our priority is reducing foodborne illnesses and 
deaths. That is what we focus on. 

Mr. VALADAO. Well, thank you. I yield back. 
Mr. ADERHOLT. Ms. DeLauro, I think we skipped over you a 

while ago. I apologize for that. 
Ms. DELAURO. Fine, Mr. Chairman. 
Mr. ADERHOLT. So I will give you a couple—— 
Ms. DELAURO. We are all running back and forth to hearings. 
Mr. ADERHOLT. Yes. Since you are getting back to your Sub-

committee, if you need to take a couple extra minutes, go right 
ahead. 

NEW POULTRY INSPECTION SYSTEM 

Ms. DELAURO. Thanks so much. I appreciate it. 
Thank you and welcome, Mr. Secretary. No surprise that I am 

concerned about the poultry inspection system. And in my view, 
once again the USDA is asking Congress to cut FSIS’ budget for 
inspections and to justify that cut on savings from implementing 
the new poultry inspection system. Let me just ask a series of 
questions here and where we can go from there. 

What about NPIS implementation to date gives you confidence 
that your agency can anticipate these savings? Are these the last 
cuts to inspectors or are we going to see further cuts next year? 
FSIS says it has about 8200 inspectors currently. How many in-
spectors will FSIS have once the NPIS is fully implemented? 

FSIS claims that NPIS will prevent up to 5,000 illnesses from 
Salmonella and Campylobacter. How will you confirm that? And if 
you cannot, then how will you know it is working? What happens 
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to those numbers if only 50 plants shift to NPIS, or how about a 
hundred plants? 

Mr. ALMANZA. I will try to take them in the order that you gave 
them to me, and if I skip one, just—— 

Ms. DELAURO. Fine. I will come back. 
Mr. ALMANZA. I feel confident that the New Poultry Inspection 

System will do exactly what we expect, which is not only reduce 
foodborne illnesses, but it will put inspectors in the right place, in 
the right places to perform food safety tasks. 

In other words, today, and I said this earlier, if we have inspec-
tors on the line touching every single bird, that is all they can do. 
They are removing birds, and that is about it. Looking at normal 
from abnormal, that is basically their function. 

Under the poultry inspection system, for every line we are going 
to have one inspector on the line and one inspector off the line. So 
they will rotate, one hour off, one hour on. And the one that is off-
line will be performing food safety tasks anywhere in that estab-
lishment. 

So in most cases, we are going to have two, three times more off-
line inspectors performing food safety tasks, which is really what 
we are supposed to be doing. 

Ms. DELAURO. Well, in terms of the savings, however, if you have 
a smaller number of plants that shift to this new process, they will 
stay with the original configuration of the inspectors. And then 
how do you anticipate—where does your savings come from that ef-
fort? 

Mr. ALMANZA. We have already had over 40 plants opt in, and 
we anticipate that number to keep growing. But the one thing that 
we need to focus on is obviously the impact that it is going to have 
on our employees. And we do because we are not going to be mov-
ing employees all over the country until we fully implement the 
system regionally. So that is something that gets lost in the discus-
sion, is we are worried about our employees. 

INSPECTOR SHORTAGES 

Ms. DELAURO. Well, having been to a slaughterhouse, I think 
you very well should worry about your employees, given the condi-
tions under which they work. And so I appreciate that. But you 
mentioned inspectors before, and we are hearing about chronic 
shortages of inspection personnel across the country that under-
mines the ability of FSIS to conduct a continuous inspection. 

Now, that is not words. That is documented in releases and also 
by inspectors themselves talking about this. There was an article 
last September. All of these—recently a release that, ‘‘USDA 
Records Reveal Staffing Shortages Undermining Food Safety.’’ 
Now, you are moving to further cut back on inspectors. 

So I find it very difficult, then, if I try to make the tie between 
your inspection system, which I believe will be shortchanged in this 
process, and then taking a look at how you will be able to prevent 
up to 5,000 illnesses from Salmonella and Campylobacter. And how 
are we going to be able to confirm all of that if that is the case? 
Let me just go to—how many plants does USDA now anticipate 
moving over to the new inspection system when full implementa-
tion is completed? 
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Mr. ALMANZA. I believe that we are going to get full implementa-
tion in the four-year time frame that we projected. 

Ms. DELAURO. How many poultry plants does that represent, and 
how many actual jobs are going to be eliminated in your plan here? 

Mr. ALMANZA. In FSIS? 
Ms. DELAURO. Your budget says you are going to save $10 mil-

lion in fiscal year 2016 through the elimination of 282 staff years 
by implementing NPIS. How many poultry plants does that rep-
resent? How many actual inspection jobs will be eliminated? 

Mr. ALMANZA. The 282 staff years is the number of employees. 
Ms. DELAURO. 282 staff years. You say you are going to save $10 

million in 2016? You are going to eliminate 282 staff years by im-
plementing NPIS? How many poultry plants does that represent? 
How many actual inspection jobs will be eliminated? 

Mr. ALMANZA. 282 staff years represents one employee for each 
staff year, so it is 282. 

Ms. DELAURO. How many plants does this represent? 
Mr. ALMANZA. About a hundred. About a hundred plants. 
Ms. DELAURO. So you are saying you are going to lose a hundred 

inspection jobs eliminated? 
Mr. ALMANZA. About 282. 
Ms. DELAURO. 282. And then we have got the data that talks 

about a shortage of inspectors that exists. How many HACCP In-
spection Models Project (HIMP) plants have contacted FSIS wish-
ing to move under the parameters of the system? 

Mr. ALMANZA. Of the 40, over 40, I believe all the HIMP plants 
have already opted in. 

Ms. DELAURO. Say that again? I’m sorry. 
Mr. ALMANZA. Seventy-five percent of the current HIMP plants 

have already opted in. 
Ms. DELAURO. Can you identify those for us? Can you identify 

who they are for us and for the record? 
Mr. ALMANZA. Yes. I can provide that to you. Yes, I can. 
Ms. DELAURO. And how many new plants have expressed an in-

terest in shifting to NPIS. 
Mr. ALMANZA. We will submit that. 
Ms. DELAURO. And will you identify those by name as well? 
Mr. ALMANZA. Sure. 
[The information follows:] 

NEW POULTRY INSPECTION SYSTEM 

To date, 43 establishments have submitted letters of interest in the New Poultry 
Inspection System. These establishments include 24 chicken and turkey HIMP fa-
cilities. Thirty-two of the establishments are large, and 11 are small. The 43 estab-
lishments are located in all 10 FSIS districts. 

Ms. DELAURO. So your view is that you are going to eliminate 
282 inspectors positions? 

Mr. ALMANZA. Positions. 
Ms. DELAURO. And I don’t know, and I would like—and we can 

submit this for the record because I know my time is complete— 
is there is substantial data on already the crisis in the shortage of 
inspectors and what that means to our food safety system. So it is 
hard for me to believe that by cutting back 282, that what we are 
going to do is to see better results in being able to identify Sal-
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monella, Campylobacter, et cetera. It just does not flow from the 
way that this process has been set up. 

Thank you very much, Mr. Chairman. 

SINGLE FOOD SAFETY AGENCY 

Mr. ADERHOLT. Let me shift back to something I had mentioned 
earlier regarding the single food safety agency. And I think we are 
all interested in the particulars from the President’s proposal to 
consolidate the major federal food safety inspection program under 
the Department of Health and Human Services (HHS). 

As I had stated earlier in my comments, the concern is about 
food safety would not be a priority of this one large agency. I asked 
the Secretary yesterday about this issue, but maybe you can tell 
me a little bit more, whether there is a scientific justification that 
supports the consolidation of FSIS with the Food and Drug Admin-
istration under HHS. 

Mr. ALMANZA. Not that I’m aware of, sir. 

FOOD RECALLS 

Mr. ADERHOLT. The Secretary spoke of long recall times associ-
ated with regulated products. If FSIS or your counterparts at FDA 
can develop ways to improve upon the time that scientists confirm 
the contamination of a product and when your teams go to work 
to pull the product from the marketplace, it would appear that we 
would have fewer reasons to undertake a massive merging of the 
two critical food safety functions into one massive agency. What 
have you done over the past four to six years to shorten this recall 
time? 

Mr. ALMANZA. Well, we certainly have improved, A, our meth-
odologies within our labs. That is significant in that the shorter the 
time period is for the incubation of these pathogens as we test 
them—that is number one. And number two, we have gotten a lot 
better at sharing data with CDC and with FDA to be able to try 
to figure out whose product is it? What is in the ingredients for 
these products? So we have done a number of things to improve 
that. 

Unfortunately, a lot of these cases we have to trace back to a pa-
tient or somebody that has gotten ill from this Salmonella or 
O157:H7, whatever that foodborne illness is, and we have to have 
a direct link between that pathogen to that patient. In fact, a re-
cent case, we did about 132 investigations, or 131, and the 132nd 
we were able to link that from the plant to product and the patient, 
which is critical for us to be able to use that information to be able 
to do recalls or things of that nature. 

TRAVEL COSTS 

Mr. ADERHOLT. Let me move on over to regarding travel costs. 
The Secretary, when he came before the Subcommittee, he con-
firmed that the savings he offered in the fiscal year 2016 budget 
was requests for real and that the USDA could find these actual 
savings. 

We note in the information that FSIS is proposing savings of 
$2.9 million in operating and travel cost, a little bit over $2.9 mil-
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lion. However, if you look on page 23-17, your budget shows in-
creases in travel cost within the two main travel categories. Can 
you explain a little about that and the contradictory nature of that? 

Mr. ALMANZA. Without looking at it, sir, I cannot. 
Did you want to talk about that, Mike? 
Mr. YOUNG. No. I do not have any additional details on that off-

hand. I think the overall decrease was travel and other operating 
costs, but we would need to look into the specifics a little bit. 

Mr. ADERHOLT. If you could get back with us on the record on 
that, that would be helpful. 

Mr. ALMANZA. Great. 
[The information follows:] 

PROPOSED OPERATING AND TRAVEL SAVINGS 

Of the $2.9 million in operating and travel savings for FY 2016, the reduction in 
spending from our base for travel is $1.7 million; however, there is a non-recurring 
increase in travel cost of about $5.1 million due to the training requirements for im-
plementation of the New Poultry Inspection System. 

PUBLIC HEALTH INFORMATION SYSTEM 

Mr. ADERHOLT. Recently, there seems to be an increase in recalls 
for imported products that were not presented at the United States 
point of entry for inspections. What is generating the increase in 
recall notices, and what is FSIS doing to ensure impaired products 
does not enter the country would the benefit of an inspection? 

Mr. ALMANZA. The current number of recalls associated with that 
is a direct by-product of our new Public Health Information System 
in that now we track every single import before it reaches the bor-
der. And there is a mechanism within this system that if they do 
not present that for inspection, it generates a record. 

Right now we are having to manually look through all these 
records, and sometimes that is why you see some of these products 
that are being recalled that the product entered the country two or 
three, sometimes even six months earlier. But it is a direct product 
of that system that captures that data. 

We are hopeful that by the end of this fiscal year, we are merg-
ing our data systems with Customs and Border Patrol, and it will 
also be merged with FDA, to where that system will be able to trig-
ger more quickly or close to real time when someone does not stop 
with an FSIS-regulated product trying to enter the country. So this 
would be more of an electronic type— 

It is an electronic system. Yes, sir. 
Mr. ADERHOLT. Instead of going physically through the records 

then—— 
Mr. ALMANZA. Yes, then this will all be electronically generated. 
Mr. ADERHOLT. Mr. Farr. 

SMALL/REMOTE PLANT INSPECTIONS 

Mr. FARR. Thank you very much. I want to follow up with Ms. 
Pingree’s questions. And you said that—this is the first time I have 
heard this. You said if we build it, you will come. You are going 
to have inspectors there. How do you do that when you have 
been—discussion of shortages and manpower and—I mean if they 
are out in the boonies, that is going to—you are going to—how are 
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you going to fulfill that promise? Is there going to be a fee associ-
ated with that cost? 

Mr. ALMANZA. No, there will not be a fee. We can do that, and 
we have done that. And I know there is a lot of discussion of short-
ages, but to be honest with you, sir, I travel around the country, 
and I hear about a spot here and a spot there, but it is not as per-
vasive as people lead you to believe. 

Mr. FARR. Well, here is what I would like you to take back and 
think about because I think you are working for a Secretary that 
thinks outside the box. And this whole idea of consolidation of how 
we get better bang for the buck, I am interested in all that. What 
I am also interested in is that I think government—the taxes peo-
ple pay are there to serve the people. 

We have done some marvelous things in agriculture. I carried 
the bill that created the California Organic Law, which is the 
model for the federal law. What we did in the organic in creating 
it, if you think about it, we just built an entire new industry in ag-
riculture. We required inspections, that you have to be certified 
that you are organic. And it is still reported by the industry itself. 
It is the fees that our other colleagues were opposed to because 
there is no really taxpayer money that goes into it. 

We do not have a department of organic inside either the State, 
Department of Agriculture, or in the Federal Government. But the 
industry, the growers, pay for the inspectors to come and certify. 
And in that has been—they come to where the soil is and where 
the plants are being grown. 

And I think that is the kind of movement that is taking place 
now in animal husbandry where poultry owners and growers and 
cattle and so on, they say, ‘‘We want to be like them. We want to 
be in the same restaurants, the same farmers markets. We want 
the same thing.’’ 

The difficulty though with it, and I am not criticizing the law 
that creates the inspection for all the health safety reasons, but the 
difficulty is in the process. The bureaucracy has not really changed. 
It really requires us to go to you in economy of scale. And what 
happens in the whole meat—and you know this better than I do— 
and poultry industry is it just turns into a big conglomerate. There 
is no competition in cattle marketing or beef pricing. It has been 
taken away. 

I think in this free enterprise system, we ought to try to think 
about how—look at your role, which is really the one that certifies 
all this, legalizes it, as a way of developing new small businesses 
in America. How can we be more accessible, more streamlined, 
more cost-effective in essentially allowing this market? We ought to 
be teaming up with the Small Business Administration to saying 
if you want to get into this, there maybe needs to open up more 
slaughter units. Small business, how can we make sure that that 
is cost-effective? 

See, I think you have a chance to do a lot of opportunity in the 
meat area, meat and poultry, that we have been doing in the vege-
table organic world. But we have got to look at it. We have got to 
think outside the box. So I am really excited to hear that you can 
help them. But I will tell you, I have lots of people that are raising 
cattle that want to just go into the organic business, and they have 
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to—and I just talked to Congressman Valadao because he is in the 
business. I do not know anything about this. 

And there is all kind—he is a dairy farmer, but he sells a lot of 
beef, too. But he has to haul his beef to Colorado. He has got to 
haul his—he is near Hanford where the slaughter plant is. I told 
him all the people that I represent have to go all the way over the 
mountains, hundreds of miles away. 

And if you are organic, you have got to get in your lines, like 
going through the Panama Canal. You have got to pay your fee, 
and you have got to make sure that you are the same—the cow 
that went in is the carcass that comes out. That is very time-con-
suming. And then you have got to haul it all the way back. 

So if we can bring more of the slaughter process and cut and 
wrap process to the growers like we have in organic, I think we can 
really make this industry blossom and surge. So I would like to 
have you look at—have the Department think about that. 

Mr. ALMANZA. There are a lot of entrepreneurs that are trying 
different things. In fact, I met with a gentleman from California 
just day before yesterday, and that they have a marketing scheme 
which is quite, I would say, interesting in that they basically match 
up the people that want those products with the people that 
produce these products. And so they are like a go-between in a very 
interesting way that he came to me with this to make sure that 
he is going to meet our requirements. 

And I think at least from my perspective in understanding the 
risks that could potentially exist in—what if there is—somebody 
does not know, but they bring Bessie to market, and there is some-
thing radically wrong with that and it is not inspected, that 
could—— 

Mr. FARR. I am not against the inspections. I am not fighting 
that at all. I am just saying that the inspections ought to be more 
creative in their ability to help entrepreneurs, help startups get 
into it. And they are—it is highly regulated. And that is the prob-
lem we have had, is that we have had people that have tried to 
take over old slaughterhouses, and they modernize them, and there 
was not enough economy of scale, they all went bankrupt. Then 
there are people like the Hearst family and others that are raising 
cattle that want to get into this. There are some people with some 
money. So what we just have to do is bring the processing—I guess 
that is what I am trying—the processing process has to be closer 
to where the product is being grown. Okay? 

Mr. ALMANZA. I would be very interested in knowing those spe-
cific locations to try to help you out with that. 

Mr. FARR. Thank you. 
Mr. ADERHOLT. Mr. Young. 

FOREIGN EQUIVALENCE DETERMINATIONS 

Mr. YOUNG of Iowa. Thank you, Mr. Chairman. 
Mr. Almanza, we have a lot of countries that want to export 

meat and poultry products into the United States, and I am assum-
ing we have to make sure that they have the same safety stand-
ards we have for our own producers here. 

Mr. ALMANZA. Yes, sir. 
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Mr. YOUNG of Iowa. How does that process work to make sure 
that they do have those same standards? 

Mr. ALMANZA. We use an equivalency determination process for 
them. So they express an interest. We explain the equivalency 
process to them. They do not have to have a system that is the 
same as ours. It has to be equivalent to ours. So we go over, and 
will audit their system and whatever products or product they are 
wanting to export to the United States. 

Generally, for a new country or a country that is interested in 
exporting to the United States, we have to look at the risks associ-
ated with that country, look at different animal diseases that have 
been present in that country. And so we take all of that into ac-
count when we do their equivalency determination, go into the 
country, look at the plants, look at the processes, make sure they 
have a HACCP system, and things that assure that their products 
are going to be as safe as if they are produced in the United States. 

Mr. YOUNG of Iowa. How many countries are eligible to export 
meat and poultry into the U.S.? 

Mr. ALMANZA. About 34. 
Mr. YOUNG of Iowa. How often do you follow up to see that they 

have those equivalent standards of safety? 
Mr. ALMANZA. We will audit them annually in some manner, 

which means that there are documents that are generated in these 
countries that we review every year. But we try to get to every 
country at least once every three years unless there is some type 
of problem detected where they have not met our standards or 
there are some issues around that country. And we will go back as 
often as every year depending on what the issues are around that. 

Mr. YOUNG of Iowa. Have you run into instances where there are 
certain countries that fall on and then off the list in their—— 

Mr. ALMANZA. Yes. 
Mr. YOUNG of Iowa. How many? Can you name them? 
Mr. ALMANZA. Not off the top of my head. I can certainly get that 

for you, because we do—we will submit that for you. But there are 
countries that have problems that come and go ever three or four 
years, five years. 

[The information follows:] 

FOREIGN EQUIVALENCE DETERMINATIONS 

To date, no country has been removed from equivalency regulations once listed 
as equivalent. However, there have been countries that self-stopped shipping prod-
ucts to the U.S. because of persistent non-compliance with U.S. requirements. Coun-
tries that have voluntary suspended recently include Mexico in 2008 because of nu-
merous non-compliances identified during an audit, and Brazil in 2009 because of 
prohibited residues in meat identified at the port-of-entry in the United States. 
FSIS put intensified verifiation and in-country auditing mechanisms in place once 
the country asked for re-instatement. 

BEEF IMPORTS FROM ARGENTINA AND BRAZIL 

Mr. YOUNG of Iowa. Last year, USDA’s APHIS issued proposals 
allowing chilled or frozen beef to be imported from Argentina and 
Brazil. The beef industry, of course, is concerned about this. They 
believe there is a lack of transparency there. I am not sure that 
is true, but you would know better than me. Your agency employ-
ees are experts in ensuring that this is safe and that hopefully 
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there is transparency involved. What is the involvement of FSIS in 
creating those proposed rules to allow that? 

Mr. ALMANZA. Obviously, we are engaged with APHIS in the de-
velopment of the rule. Outside of that, there are live animal issues 
that they deal with. And then we focus on the testing after that. 
Once we go in and make sure that they have all the requirements 
for equivalency to export those products, then we have a different 
metric that we use for that. 

Mr. YOUNG of Iowa. Thanks for your testimony. Thanks for being 
here, gentlemen. 

Mr. Chairman. 
Mr. ADERHOLT. Mr. Bishop. 

STATE MEAT AND POULTRY INSPECTION PROGRAMS 

Mr. BISHOP. Thank you very much. FSIS currently has approxi-
mately 1,700 State-inspected establishments under the 27 State 
meat and poultry inspection programs through a cost-sharing of up 
to 50 percent of allowable State costs. What kinds of resources does 
FSIS provide to States that are participating in the program other 
than cost sharing? For example, do you provide training support, 
particularly in terms of industry best practices? And what is the 
role of industry in this process? How many of the most recent 
incidences of Salmonella or E. coli originated in a State-inspected 
establishment versus a federally-controlled facility? 

Mr. ALMANZA. So in answer to your first question, we do train-
ing—the training that we have for our own inspection personnel, 
we also have State inspection program employees that attend that 
training as well, every type of training that we do. I do not know 
the numbers of the Salmonella and O157:H7 illnesses attributable 
to State-regulated plants, but I can get that to you and submit it 
for the record if you would like. 

Mr. BISHOP. Thank you. 
Mr. ALMANZA. Yes, sir. 
[The information follows:] 

STATE MEAT AND POULTRY INSPECTION PROGRAMS 

With respect to the most recent incidence of Salmonella or E. coli levels reported 
by FSIS, state-inspected testing results are not included since States maintain their 
own testing programs and data. 

EGG-LAYING HENS 

Mr. BISHOP. Over the past few years we have seen legislative 
proposals also at the State level which would codify an agreement 
between the Humane Society of the United States and the United 
Egg Producers over the treatment of layer hens. Many livestock 
and farm groups, particularly in Georgia, have expressed grave 
concerns regarding that kind of legislation and consider the pro-
posals as an unwelcome precedent for federally mandated farm pro-
duction practices, i.e. interference. 

I know that your agency has taken a look at the treatment of 
egg-laying hens in the past. Has your agency seen or identified an 
issue or a problem with the current federal regulatory framework 
which governs the treatment of layer hens? 
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Mr. ALMANZA. Obviously, we work very closely with APHIS. 
Their responsibility is with the live animals. And we work very 
closely with them because ultimately those laying hens will wind 
up in food production. But to that extent of the agreements with 
HSUS, we do not get involved in that because basically it is not 
until the laying hens come to market where we have any type of 
regulatory responsibility. 

CONSUMER COMPLAINT MONITORING SYSTEM 

Mr. BISHOP. As you know, the Consumer Complaint Monitoring 
System is the national surveillance system that records, analyzes, 
and tracks consumer complaints for food hazards, terrorist attacks 
on food supply. Can you give us an update on the system and its 
effectiveness as an identifier of hazards? How many complaints, 
alerts did it receive last year? And of these, how many were pre-
vented as a direct result of the CCMS? And how would you de-
scribe, if you can, any identifiable trends? 

Mr. ALMANZA. Well, to me the CCMS, Consumer Complaint Mon-
itoring System, is basically the very beginning of how we start 
looking at any type of issues that are identified within the public. 
But we are seeing about a thousand complaints that are registered 
per year and about 10 percent are attributable to illnesses and in-
juries. 

Mr. BISHOP. Okay. So it is working, then? 
Mr. ALMANZA. Yes, sir. 

EQUIVALENCE VERIFICATION AUDITS 

Mr. BISHOP. FSIS manages and conducts verification audits of 
food safety inspection systems of those countries that are exporting 
and are intending to export products into the United States. How 
many countries are currently eligible to export meat, poultry and 
egg products into the United States? 

And it is my understanding that FSIS initiated a rulemaking 
process in fiscal year 2014 to add Lithuania to the list of countries 
that are eligible to export meat into the U.S. Can you explain how 
the rulemaking process worked, how it works? And have any coun-
tries that had eligibility to export to the U.S. been terminated? And 
if so, which countries were terminated? 

Mr. ALMANZA. So there are about 34 countries that export to the 
United States. Yes, Lithuania is one of the countries that is seek-
ing equivalence. But to my knowledge, we have never quit or termi-
nated any type of agreement with any country because of any ex-
port infractions that they have had. 

Mr. BISHOP. So is it because you have never found any, because 
they were corrected, or is it because the regime for inspecting them 
is not sufficient to— 

Mr. ALMANZA. No. It is because we alert them to what the issues 
are and they have a period of time to correct those issues, and that 
is how the process works. Sometimes they will take an extended 
time, and we will self-suspend until they are eligible to export 
again. 

Mr. ADERHOLT. Ms. Pingree. 
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NEW POULTRY INSPECTION SYSTEM AND WORKER SAFETY 

Ms. PINGREE. Thank you very much. I will just ask you one more 
question. I am very grateful for all the hard work that Congress-
woman DeLauro has done on these issues of the poultry slaughter 
modernization rule, and she has already asked you a lot of good 
questions. I signed onto one of her requests earlier on about the 
impact of the increased line speeds on health and safety. 

The way I understand it is the line speed was originally proposed 
at 175 birds per minute. In the final rule, it is 140 birds per 
minute, so it seems like that is some recognition of the line speed 
being that fast at 175 could have health and safety concerns both 
for the workers and for the product. So the way I understand it, 
there were 20 poultry slaughter plants that were operating at 175 
birds per minute under the pilot program, and the final rule ex-
empted those plants. 

And they are not just a handful of little plants; they put out be-
tween 38 million and 150 million birds a year. So we have got 20 
plants that are exempted that are doing a very high volume of 
slaughtering and processing. If you made the decision to go with 
140-bird speed, why did you let 20 plants stay at the high speed 
if that is not safe? 

Mr. ALMANZA. I disagree that they are not safe. I think that they 
are perfectly fine. I think 175 and 140 are arbitrary numbers. I 
think that as long as a plant maintains process control and they 
are able to produce a safe and wholesome product, I do not know 
why there is a number, to be honest with you. 

Ms. PINGREE. And I understand what you are saying, that it is 
looking at it with a different criteria. My only question would be 
if the rule was scaled back to 140, I am assuming there was a ra-
tionale for that decision. Why did not everybody have to go back 
to 140? 

Mr. ALMANZA. Because in the process of rule, we just chose to ex-
empt them because they had been operating at 175 birds per 
minute and really, we have not found any food safety concerns. 
And in fact, none of those plants had ever been associated with a 
recall, so I do not know where 175, 140, anything in between—it 
just becomes an arbitrary number. As long as they maintain proc-
ess control and maintain the product in a way that is safe and 
healthy for human consumption, I think they are just arbitrary 
numbers. 

Ms. PINGREE. Well, I appreciate your perspective on it, and I 
guess the jury is still out on how this system will work. And I 
think I am about to be followed by my colleague who must have 
many more things to say. But thank you for your testimony. 

Mr. ALMANZA. Thank you. 
Mr. ADERHOLT. Ms. DeLauro. 

HIMP HOG SLAUGHTER PILOTS 

Ms. DELAURO. Thank you very much, Mr. Chairman. Sorry to be 
jumping back and forth, but that is the way of life. I think it is 
interesting to note, and I just comment as a followup on my col-
league Ms. Pingree’s question, and having, again, been at the 
slaughterhouse, our understanding—and these are not my num-
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bers—is that at 140 birds per minute, we are looking at an inspec-
tor’s ability—the inspector has about 1.8 seconds to look at the bird 
and make any kind of determination. 

So if you can imagine what would happen if you go to 175, it is— 
you look, and so how that in essence—I keep making reference to— 
ensures food safety is a little bit mind-boggling to me and I think 
to others if we are going to improve food safety by making it less 
able for an inspector to his or her job. 

Let me ask a question about—the USDA Office of Inspector Gen-
eral and the GAO issued two critical reports in 2014 regarding 
FSIS oversight of the HIMP hog slaughter. In addition, there has 
been a book published entitled ‘‘The Chain.’’ It describes how badly 
the working conditions are for the workers in some of these plants, 
how the increased line speeds and the reduction and the number 
of FSIS inspectors assigned in these plants have contributed to a 
deterioration of the inspection process. 

Recently, four FSIS inspectors working in hog HIMP plants re-
leased affidavits corroborating what was alleged in the book. What 
has been done to address the criticisms? What is the status of the 
HIMP pilot in hog slaughter? Does USDA intend to propose a rule 
that expands the HIMP pilot to all hog slaughter plants? And if so, 
when? 

Mr. ALMANZA. I would say this, Congresswoman DeLauro. I read 
the article about the four employees. I can tell you that I go into 
these plants. That is not what I hear from our employees. I hear 
that they have much more responsibility, which is in the food safe-
ty arena. They believe that they are doing a more adequate job. So 
I mean—— 

Ms. DELAURO. With all due respect, what else are they going to 
say to their boss? 

Mr. ALMANZA. Well, I think that they are brutally honest. I 
worked on the line with some of these inspectors. They are still 
working on the line. There is no reason for them not to tell me the 
truth. 

Ms. DELAURO. But the folks who are USDA inspectors condemn 
hog plant HIMP model. That was just a few weeks ago. Are these 
people not there? Are they not witnessing these—anyway, with re-
gard to my questions on this effort, what—you do not hear any 
criticisms, is what I understand from you. You hear no criticism of 
this? 

Mr. ALMANZA. No, that is not what I said. I said in these plants 
that I go to, and I am including all the HIMP plants, the hog 
HIMP plants and the poultry slaughter HIMP plants, I have not 
heard any—— 

Ms. DELAURO. You do not hear any criticisms? Okay. God is in 
His heaven, all is right with the world. What is the status of the 
HIMP pilot in hog slaughter? 

Mr. ALMANZA. We have to get a lot more data to be able to deter-
mine whether we are going to follow through with rulemaking in 
swine in HIMP. 

Ms. DELAURO. Do you intend to propose a rule that expands the 
HIMP pilot to all hog slaughter plants? 

Mr. ALMANZA. It just depends on what the data tells us. 
Ms. DELAURO. What is your timing on—— 
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Mr. ALMANZA. Well, we are just starting a baseline in slaughter 
for Salmonella. So I would say we are going to need at least a 
year’s worth of data to see what direction we are going to go in. 

Ms. DELAURO. And has anybody looked into these concerns that 
the folks here have expressed? 

Mr. ALMANZA. Not that I am aware of. 

RANCHO FEEDING CORPORATION 

Ms. DELAURO. You will examine to see whether or not there is 
any accuracy in any of this? Okay. 

What is the status of the Rancho Feeding Corporation investiga-
tion? Can you give us an update? 

Mr. ALMANZA. Well, to my understanding, I guess all the com-
pany owners have pled guilty and are all awaiting sentencing. That 
is the latest that I have heard. 

NEW POULTRY INSPECTION SYSTEM POSITIONS 

Ms. DELAURO. Okay. Thank you. I just want to make a point 
with just remaining time. The 282 inspectors that you spoke about, 
on those, who will be eliminated? What is the situation? What 
about promises of relocation or retirement? That was in last year’s 
budget, but it is not in this year’s budget. 

Mr. ALMANZA. So one of the things that we have done is we have 
sent employees, some of our human resources employees, out there 
to train our inspectors that are in those plants on how to write 
their resumes so that they are eligible to apply for the positions 
that will be in these plants. That is number one. 

Number two, we are going to offer early outs of Voluntary Early 
Retirement Authority/Voluntary Separation Incentive Payments 
(VERA/VSIP), if you are familiar with those terms, for people to 
take early retirements if they want to. But most importantly is we 
are not going to be moving people willy-nilly out of those—— 

Ms. DELAURO. But are you going to mostly relocate people? Are 
you going to retire people? Are they losing their jobs? 

Mr. ALMANZA. If they choose to retire and they are eligible, they 
can. But our intent is to offer everybody a full-time job that is im-
pacted by this. 

Ms. DELAURO. So your intent is to rehire as many of those people 
who want to be rehired? 

Mr. ALMANZA. We will never un-hire them. We will just move 
them from one establishment to another, just relocate them. They 
will not lose their job. They will have a job. We just may have to 
move them to—— 

Ms. DELAURO. Are any inspectors losing their jobs? 
Mr. ALMANZA. My goal is none. Zero. 
Ms. DELAURO. When will we know the results of that and know 

whether or not people are losing their jobs or the numbers have 
been diminished? 

Mr. ALMANZA. Well, when we begin the implementation piece, 
which at the current time we are projecting around August, late 
July, early August. 

Ms. DELAURO. Thank you. 
Mr. ADERHOLT. Well, thank you, Mr. Under Secretary, for being 

here today. And of course, Mr. Young, thank you for your presence 
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here as well and for talking a little bit about FSIS and what is 
going on there. And I know that we have some followup questions 
for the record that you will get back to us in a timely manner, and 
so we appreciate that. And so the hearing is adjourned. 
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WEDNESDAY, FEBRUARY 11, 2015. 

COMMODITY FUTURES TRADING COMMISSION 

WITNESS 

TIMOTHY G. MASSAD, CHAIRMAN, COMMODITY FUTURES TRADING 
COMMISSION 

Mr. ADERHOLT. Will the Subcommittee go ahead and come to 
order? 

I know we have some Members that are coming in from con-
ferences, both Republican and Democrat meetings this morning. 
And so I think they went a little bit long. So we will have a few 
members trickling in, but let me just go ahead and call the Sub-
committee to order. 

First order of business, I want to just take a moment and recog-
nize the absence of one of our Subcommittee Members today. Alan 
Nunnelee lost his battle with cancer this past Friday. He was a 
great Member of this Subcommittee, was very engaged not only in 
the appropriations process, but certainly on this Subcommittee. He 
is someone that will be greatly missed, from Capitol Hill’s perspec-
tive and, also, from, you know, his family, and all those in Mis-
sissippi. 

I had the honor and privilege to be one of the members to go 
down to attend his funeral services in Tupelo on Monday, and it 
was a great celebration of his life and his legacy. And so I just 
wanted to take just a minute in silent prayer just to remember 
Alan’s family, his wife Tori, their three children. Alan’s mom and 
dad are still around, and they were there at the funeral. So we cer-
tainly want to be mindful of them as well. 

So we will take just a minute or so just in silent prayer and just 
to pray for Alan’s family. 

Thank you. 
Well, good morning, everybody. Welcome to the Agriculture Ap-

propriations Subcommittee and to our first hearing for fiscal year 
2016. 

Chairman Massad, thank you for being here. And we look for-
ward to discussing the CFTC’s fiscal year 2016 budget request of 
$322 million. 

CFTC’s request for such a large increase, you know, prompts me 
to set the stage for the Subcommittee’s fiscal year 2016 priority 
funding. I don’t like to be the bearer of bad news, but I do want 
to remind everyone that our overall funding allocation across the 
Subcommittee will likely remain the same as it has been for the 
last year. 

And, of course, this Subcommittee covers all agencies, including 
CFTC, Food and Drug Administration, the majority of the U.S. De-
partment of Agriculture. The FDA alone is asking for nearly $150 
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million in new budget authority, and the USDA requests another 
several hundred million in increases. So I want to emphasize that 
nearly every agency under this Subcommittee’s jurisdiction can 
probably make a case as to why one is worthy of an increase. 

In the end, each of you will have to make an overly convincing 
case as to why you deserve any increase at all. Some may even face 
decreases so we can all live within our means. The bottom line is 
that our Nation needs to stay on a diet. The Budget Committee will 
likely ensure domestic spending remains flat. 

With that said, the President’s budget as a whole and this re-
quest before us today doesn’t really reflect the crippling debt that 
we are facing in this Nation. The CFTC spending has increased 
123 percent since the financial crisis of 2008 and would increase 
188 percent under the proposal that is before us, which would 
nearly triple the agency’s size. 

The leadership on this side of the Capitol has agreed to a num-
ber of healthy increases to support financial oversight, although it 
did oppose Dodd-Frank. However, given the Administration’s in-
creased budget requests from $280 million last year to a record 
number of $322 million this year, I am concerned that this Admin-
istration may be caving to political extremes. In Washington, some-
times that is called moving the goalpost. 

Today I would challenge CFTC to show where this increase in 
taxpayer money has reduced risk in the marketplace. How do we 
know that even more cops on the beat will prevent another ‘‘too big 
to fail’’? It is difficult to see a direct correlation between CFTC’s re-
peated increase and reduced risk. 

Can you provide any assurance that a 188 percent increase will 
guarantee there will not be another financial crisis? 

When compared to the decline in overall government spending 
and CFTC’s significant increase, among the largest in the Federal 
Government, CFTC continues to lack concrete justification for its 
budget requests. Despite claims by your budget requests and others 
in our minority that you have been starved for resources, Congress 
has provided sufficient funding and controls since the financial cri-
sis, and we may need to take a pause to assess its impact. 

CFTC’s reasons for these large increases stem from the responsi-
bility over a new market sized at $700 trillion in notional value. 
That number is nine times larger than the entire world economy. 
And we will explore the definition of notional value and uncover 
the real size of the market. 

In addition, there are major management issues that need to be 
addressed. This includes excessive leasing costs reported by the In-
spector General to the tune of $64 million in projected waste, more 
than a quarter of the current budget, and approximately $38 mil-
lion needlessly spent since the enactment of Dodd-Frank. 

In conjunction with Senate Appropriations Subcommittee Chair-
man Boozman, I have requested a top-to-bottom review of the 
CFTC’s leasing practices, their authorities, and costs by the Gen-
eral Accountability Office to address this issue. 

Finally, I look forward to discussing several policy issues that af-
fect our Nation’s farmers, ranchers, and small businesses. This in-
cludes the swap dealer de minimis level, which was included in the 
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fiscal year 2015 omnibus bill and directs CFTC to require a rule- 
making before the threshold automatically drops. 

Before we proceed on, I would like to take just a moment to 
share the themes that we have set for this year’s Subcommittee. In 
summary, they are management, targeting, and promotion. More 
specifically, they are, one, improving the management of our agen-
cies and programs; number two, targeting funds to the most impor-
tant programs and functions; and, three, promoting U.S. agri-
culture, free and fair markets, safe food, and medicines. 

Theme Number 1 builds off on the oversight activities over the 
past several years. It is about improving governance, process and 
internal controls, and requiring disciplined and transparent deci-
sionmaking. For the CFTC, this includes providing certainty to 
businesses with transparent rule-making instead of staff-driven, 
no-action letters. 

The second theme is about making wise decisions on how we al-
locate funding in our bill. I want to invest in efforts such as WIC 
and providing relief to financial end users, those that are highly ef-
fective, such as agricultural research, and those that have a clear 
and unique reason for using Federal funding, such as animal and 
plant health programs. 

The third theme is about telling our story. This is why the agri-
culture appropriations bill is important to our Nation and to every 
one of our colleagues. It funds the efforts that promote American 
agriculture overseas, like the Foreign Agricultural Service. It keeps 
our markets free and fair by keeping the CFTC responsible for its 
actions, and it keeps the Food and Drug Administration honest by 
going line-by-line through its budget. 

The United States has highly productive agriculture, food, finan-
cial, and medicine sectors. While most of us believe we should re-
duce the Federal regulatory burden on these industries, the Fed-
eral Government does play a unique role in all of them. 

We set the ground rules to ensure efficient trading of commod-
ities. We support basic research in the facilities where it is con-
ducted. We invest in rural infrastructure, such as water, waste, 
and housing programs, to support a vibrant and a rural commu-
nity. We promote free and fair international trade regime that al-
lows United States commodities and products to be sold literally 
around the world. 

Our Subcommittee covers many important programs and many 
important activities. I am pleased to be the chairman again this 
year and anticipate a cooperative and productive year as we move 
forward. 

So at this time I would like to yield to my ranking member, the 
distinguished Member from California, Mr. Sam Farr, for any com-
ments that he may have. 

Mr. FARR. Thank you very much, Mr. Chairman, and congratula-
tions on being selected chair of this committee, as you pointed out, 
with some awesome jurisdiction. 

And, Chairman Massad, thank you very much for being here, 
also. 

And welcome, new members of the committee. This committee 
does have a lot of responsibilities. 
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And I have been in Congress a while, and what you realize is 
that we make the law and the administration carries it out. They 
are the chief executive office of the country, and they need money 
to carry out what we put in law. 

I would just like to say that I think that what you are seeing 
today is one of our regulatory policing agencies. 

And you think about first responders in this world today, and I 
think the Commodity Futures Trading Commission is quite a hero 
in being a first responder. It is America’s—to America’s fiscal re-
sponsibility. 

Really, a lot is not known about it. I think most Members of Con-
gress couldn’t even tell you what ‘‘CFTC’’ stands for. But, since 
1974, the CFTC has regulated U.S. agricultural commodity and 
other futures and options markets. For the last 36 years, CFTC has 
executed its responsibilities while protecting investors from fraud 
on a very small budget. 

With the 2010 passage of Dodd-Frank, the Wall Street Reform 
and Consumer Protection Act, the CFTC’s jurisdiction exploded. We 
gave them all kinds of new responsibilities. It exploded sevenfold, 
from a market they were regulating that was $37 trillion to a mar-
ket that is $400 trillion. That is more than $1 trillion a day. Make 
no mistake about it. That increased jurisdiction is absolutely essen-
tial. 

The 2008 economic collapse was proof positive that our financial 
regulatory oversight had failed all Americans. The unregulated 
swaps market helped concentrate risk in the financial system, and 
that risk spilled over into the real economy. Eight million jobs were 
lost, millions of families lost their homes, and thousands of small 
businesses had to lock their doors. Something had to change. 

Congress responded with new law. We called that law Dodd- 
Frank and mandated that the CFTC now regulate the $4 trillion 
swaps market. So it stands to reason that we should better re-
source the CFTC to carry out their new responsibilities. Unfortu-
nately, that is not happening. 

Mr. Chairman, you just talked about how we need to have safe 
medicine. We also have to have safe markets. You can’t have one 
without the other. 

Yet, from 2011 to 2015, the CFTC’s appropriations were, on aver-
age, 26 percent under what they requested. Every time the CFTC 
comes here, we cut, squeeze, and trim its budget. The CFTC is still 
being funded at $250 million, which is barely enough to cover their 
old jurisdiction before the 2008 crisis. 

If American taxpayers expect the CFTC to fully carry out its 
oversight and regulatory responsibilities, we should be providing 
them with at least the budget they request of $322 million. 

While I share the concern for our current economic predicament, 
our failure to adequately resource the CFTC so they can exercise 
prudent oversight over the swaps market has far graver financial 
consequences for our national economy. 

It is worth repeating the price tag of mindful neglect: 8 million 
jobs lost, millions of families losing their homes, and thousands of 
small businesses locking their doors. There is absolutely no way 
our constituents, our markets, can withstand another economic tsu-
nami, and they shouldn’t have to. 
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Plus, the CFTC more than earns its keep. From 2009 to 2014, 
the CFTC collected fines and penalties of approximately twice the 
amount of its cumulative budgets. This year the fines and penalties 
collected are already six times more than the CFTC’s budget. 

The bottom line is this: The cost of fully funding CFTC is minor. 
The cost of underfinancing CFTC is enormous. The American tax-
payers deserve this minor adjustment in the CFTC’s budget to 
yield enormous long-term gains. 

I might point out that they collected $1.8 billion in fines. I mean, 
if it was a pay-for, they would be paid for many times over. But 
that money just goes into the Treasury of the U.S. and not back 
to the CFTC. 

So perhaps we ought to think of allowing you to keep some of 
your fines or have a fee for service. I will be asking you some ques-
tions about that. But I appreciate you being here today and look 
forward to your testimony. 

[The information follows:] 
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Mr. ADERHOLT. Thank you, Mr. Farr. 
Chairman Massad, we will now turn to you for your opening 

statement. And it will, of course, also be included in the record. 
So you have the floor. 
Mr. MASSAD. Thank you. Is this on? 
Good morning, Chairman Aderholt, Ranking Member Farr, and 

members of the Subcommittee. 
Thank you for the opportunity to discuss the President’s request 

for 2016 for the Commodity Futures Trading Commission. I am 
pleased to be here today on behalf of the Commission. 

Just before I discuss our request, I just want to thank our staff 
for their hard work and dedication. I want to thank, also, my fellow 
commissioners for all their efforts. I believe we are really all work-
ing together in good faith today to do the best job we can on behalf 
of the American public. 

The futures, options, and swaps markets that the Commission 
regulates are vital to our economy. They enable businesses of all 
types to manage risk, whether it is a farmer locking in a price for 
his crops, a utility hedging the cost of fuel, or a manufacturer man-
aging foreign currency risk. 

Our derivatives markets are the largest, most innovative and 
most dynamic in the world. They have been an engine for economic 
growth in our country, and they can continue to do so today, but 
only if we do what it takes to maintain their integrity and trans-
parency through sensible oversight. 

The budget increase we received for fiscal 2015 was essential to 
our ability to carry out our mission. We are grateful for it and we 
will use it wisely. Even with this increase, however, the CFTC’s 
budget has not kept pace with its responsibilities. This is because 
the markets the Commission has traditionally overseen have grown 
significantly in scale, technological sophistication, and complexity. 

As one measure, the number of actively traded futures and op-
tions contracts has doubled since 2010 and increased six times over 
in the last 10 years. Trading is increasingly conducted in an auto-
mated electronic fashion, and cyber attacks have become a major 
new threat to the integrity and smooth functioning of our markets. 

In addition, as was noted, the Commission now has primary re-
sponsibility for overseeing the swaps market, an over-$400-trillion 
market in the U.S. measured by notional amount. And I will be 
happy to discuss the issue of measuring it by notional amount. 

For those reasons and as I will discuss in more detail, we are re-
questing a budget of $322 million, which includes $79 million for 
information technology for fiscal year 2016. 

Since I took office, we have made it a priority to address the con-
cerns of end users. We have worked to make sure our rules do not 
impose undue burdens or create unintended consequences. But 
there is more that we should do in this regard. 

Our budget request will enable us to respond more quickly and 
thoroughly to the concerns of end users, and to review and act on 
new product approvals or other requests from market participants 
promptly so as to ensure that our markets continue to be dynamic 
and innovative. 
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The budget request will also enable us to expand our staff of 
economists by 50 percent so that all of our activities can be better 
enhanced by economic analysis. 

Since I took office, we have focused on enforcement, because 
there is nothing more important than a robust enforcement pro-
gram to prevent fraud and manipulation and to promote confidence 
in our markets. 

And as was noted by Congressman Farr, from 2009 to 2014, the 
Commission collected fines and penalties of twice its budget, all of 
which goes directly to the U.S. Treasury and is not available to 
fund our budget. 

Again, as was noted, in the last 4 months alone, the fines and 
penalties collected are over six times our current budget. They 
would fund the budget we have requested for the next 5 years. But 
for each case we initiate in enforcement, there are many that we 
cannot investigate because of resource constraints. 

Our budget request is focused on enhancing our surveillance and 
enforcement capabilities. We must increase our investment in sur-
veillance in light of the growth and increasing complexity of our 
markets. 

We must have highly skilled professionals and high-powered 
data and technological capabilities to investigate the new types of 
manipulation that can occur today, often conducted through sophis-
ticated electronic trading strategies. 

And we must have adequate resources to go after other abuses, 
whether they are price-fixing schemes by large institutions or in-
vestment scams perpetrated against retirees. Enhancing our en-
forcement resources will help us send a strong message of deter-
rence to those who might contemplate engaging in fraud and ma-
nipulation. 

Our budget request will also enhance our ability to ensure that 
customer funds are protected. It will increase our capacity to per-
form examinations of critical infrastructures, like clearinghouses, 
as well as the clearing members who hold billions of dollars in cus-
tomer funds. We must step up our efforts, particularly given the 
risk of cyber attacks today, which can come not only from those 
motivated by money, but from those seeking simply to disrupt our 
financial system. 

Our budget is focused also on modernizing our data and techno-
logical capabilities. Indeed, including staffing, almost 40 percent of 
our budget is for data and technology. The scope of the challenge 
we face is daunting. Every day we collect over 300 million data 
records that need to be processed, and our data intake and storage 
needs are increasing 35 percent year over year. 

The United States has the best derivatives markets in the world, 
and it has been that way for decades. And, to me, that is because 
of the strength of our private sector, but it is also because we have 
had a sensible framework of regulation, one that promoted integ-
rity and transparency as well as competition and innovation. 

If we want to continue to have the best derivatives markets in 
the world, we must make the necessary investment. Our budget re-
quest is designed to do just that so that we help make sure our 
markets continue to thrive and contribute to economic growth in 
the future. 
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Thank you. And I look forward to your questions. 
[The information follows:] 
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Mr. ADERHOLT. Thank you, Mr. Chairman, for the overview. And, 
again, thank you for being here. 

Before we begin, I do want to mention, as Ranking Member Farr 
alluded to, we do have two new members of our Subcommittee, Dr. 
Harris of Maryland and Mr. Young of Iowa, and we want to wel-
come them to our Subcommittee. 

As I say, this is our first hearing for the year. So we are glad 
they are here. And, of course, we are glad to have our returning 
members here as well on each side, on the Democrat and the Re-
publican side. 

Let me get into the questions here. I want to look at the stats 
you used for adding 30 percent to your budget, which is beyond the 
123 percent growth CFTC has received since the financial crisis. 

I think it is important to realize that we are dealing with a very 
large number here, but maybe not quite as large as is often por-
trayed by the Administration or sometimes in the media. 

Some of you may have seen an article that talks about the size 
of the markets the CFTC regulates. We hear about the figure of 
$600 trillion, sometimes over $700 trillion, but the article talks 
about the actual size of the market is approximately 1 percent of 
the total. 

The article claimed—and I quote—‘‘The actual risk is even small-
er. When the press reports $710 trillion, remember, that is not the 
real story.’’ The amount is only a fraction of that inflated number. 
If you drill down into that number, the notional value is nowhere 
near the actual size or risk of the market. 

Also in your budget request, there have actually been declines or 
only slight increases in CFTC’s responsibility. For example, reg-
istered entities in the markets have only gone up 10 percent since 
15 years ago, the value of the futures and options market have 
gone down 20 percent since the financial crisis, and customer funds 
have only gone up 10 percent since the financial crisis. 

CFTC’s budget request highlights the $700-trillion notional value 
of the swaps market. The article I mentioned discussed gross credit 
exposure as a more accurate measure of the markets, which is only 
a fraction, or around $1 trillion, of what is used in your request. 

What my question would be to you, Mr. Chairman, is: Help us 
to understand the difference between gross credit exposure and 
what is talked about, notional value. 

Mr. MASSAD. Certainly, Chairman. That is an excellent question. 
And, frankly, I couldn’t agree with you more. Notional amount is 

not a particularly good way to measure risk. It is the only measure 
we have today until we fund this agency adequately enough that 
we can go and collect all the data we are supposed to collect about 
this market and so that we can load that data and analyze it. That 
is one of the jobs you have given us, is to build this data system 
to collect the information on this market. Recall that, in 2008, we 
didn’t have any information on this market and that was one of the 
problems. 

And, again, to note your comment on the financial crisis, obvi-
ously, no regulator can sit up here and say that we are going to 
prevent the next financial crisis, but we can say that, if you ade-
quately fund us, we can address the risks we can identify and, 
hopefully, minimize that potential. 
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In the 2008 financial crisis, one company alone, AIG, because of 
excessive swap risk, almost put our economy into a great depres-
sion, given all the other things that were happening. We had no 
insight into its swaps at that time. Whether you want to measure 
it by notional amount or whatever, we didn’t know what was going 
on. 

And as a result of that one company alone, this country had to 
take $182 billion of taxpayer funds to prevent its collapse. I spent 
5 years working to get all that money back. Fortunately, we got it 
back. But that $182 billion, Congressman, is approximately 600 
times our budget request. 

So the point is that, yes, you are right. We don’t have good statis-
tics on this market. We need to have better statistics on this mar-
ket. But that is the job we have been given. And so I am asking 
for the funds necessary to carry that out. 

Mr. ADERHOLT. Just one quick follow-up. I know my time is run-
ning out. 

Since Dodd-Frank, I think we have increased the technology 
budget by $205 million. And based on that number, I guess, why 
would you say we have not been able to get that data that—— 

Mr. MASSAD. Sure. We are getting there. It is a big build, is the 
simple answer. And we are making a lot of progress on it. We have 
got a lot of activity in this area. 

But that data and technology budget is covering a number of 
things. It is covering this whole effort to collect data on the swaps 
market. It is also covering what we need to do on the futures and 
options market. 

Today, for example, you know, we can’t observe trading pits to 
figure out whether someone is manipulating the market. We have 
to look at reams and reams of data on transactions and messages. 

For example, there might be 700,000 transactions daily in the E– 
Mini S&P 500 contract alone. The number of messages, bids and 
orders and cancellations could be several times that. That is a lot 
of data to process if you want to look at what is going on. So, you 
know, that is the effort we are engaged in. 

But that data and technology budget also covers simply our core 
infrastructure, whether it is computing power, phones, everything 
else, and it covers automating processes, so that, for example, as 
registrants file information with us, we can automate the use of 
that. So that data and technology budget is covering a lot of things. 

Let me also say, in terms of the number of registrants—because 
you noted the increase—probably in an aggregate—I don’t know 
the statistic you are using, but it may well be that the aggregate 
increase hasn’t been that high. 

But the types of entities that are now registered with us—it is 
quite different to have 100 swap dealers who are very, very large 
institutions versus 100 introducing brokers or commodity pool oper-
ators where there is not nearly as great a risk. We want to focus 
the resources on the risk. 

Mr. ADERHOLT. Well, as I mentioned about the amount, the $205 
million, I just, you know, wanted to note that, you know, there has 
been a substantial amount of money that has been invested toward 
technology and, you know, we want to see that. So I am glad to 
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hear that you are saying that progress has been made towards 
gathering that data. 

Mr. MASSAD. Absolutely. 
Mr. ADERHOLT. Mr. Farr. 
Mr. FARR. Thank you, Mr. Chairman. 
For the new members, this is the only time you are going to have 

to ask these questions and review this because, from now on, we 
will be looking into other issues. And so it will only come back to 
our vote and decision at the end when we mark up our budget. 

But I would like to point out that I think this Committee unfor-
tunately sort of decided before we even had a hearing what they 
want your budget to be. We leap before we look. 

You know, Dodd-Frank passed in 2010. The other party took 
over. And since then, from your request to what we have budgeted, 
in 2011, you had a 23 percent cut from the request; in 2012, a 33 
percent cut from the request; in 2013, a 33 percent cut from the 
request; in 2014, a 32 percent cut from the request; and then last 
year an 11 percent cut from the request. 

We can’t ask you to go out and be the first responder to these 
markets if we are going to underfund you. We don’t underfund any 
other law enforcement agency. We don’t underfund our military. 

The Republicans love to come in here and say everybody has to 
live with last year’s budget except the military. ‘‘You can have all 
the money you want. We will lift sequestration. We will do every-
thing for you. We will just throw money at you.’’ 

That is for all those weapons systems that Wall Street manufac-
tures. And it is interesting that now, those same weapons manufac-
turers may be some of the people that we need to regulate. Any-
way, I am just really concerned that we might again deny you your 
request. 

I would like to enter into the record that last year The Wall 
Street Journal ran an article saying the Commodity Futures and 
Trading Commission is so cash-strapped that the agency is being 
forced to delay cases, shelve certain probes, and decide not to file 
charges against two former traders over JPMorgan Chase’s London 
Whale, a trading mess that they were not able to file because they 
didn’t have the money to do it. This is nuts. 

I would like to enter that into the record, Mr. Chairman. 
[The information follows:] 
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Mr. FARR. Is there a way that—I mean, how are the SEC and 
other markets funded? 

Mr. MASSAD. Most financial regulators have user fees that fund 
their budgets. Now, there is still a Congressional appropriation. 
Congress decides how much money the agency should spend. But 
the money itself comes from the industry that is regulated. 

Mr. FARR. Could we do that in this industry? 
Mr. MASSAD. Yes. It is certainly practical. I would point out that 

the self-regulatory institutions that we work with, the National Fu-
tures Association, for example, is funded by those types of fees. In 
fact, it recently cut the amount of money it is collecting because it 
was getting too much. 

Mr. FARR. Meaning we do that with the FDA when pharma-
ceutical companies couldn’t get the research done on their pro-
posals. 

Mr. MASSAD. Yeah. I—— 
Mr. FARR. We ended up—they begged us, ‘‘Give us a’’—— 
Mr. MASSAD. Right. 
Mr. FARR [continuing]. ‘‘Fee structure. We will pay for the re-

searchers.’’ 
Mr. MASSAD. Yeah. I would say we have looked at this. We think 

it is practical. Every President since Ronald Reagan has proposed 
it. So I would be happy to work with the Committee if you wish 
to explore that. 

I will say that, you know, my primary goal here is to increase 
the budget. And if you want to do it through user fees, that is 
great. I will work with you on that. If you want to do it another 
way, let’s do it. But my concern is getting the budget up. 

Mr. FARR. Well, you know, the same people that are complaining 
about whatever budget you have will be out there in force even 
stronger suggesting they not be charged a user fee. So you have 
some people here that will say, ‘‘That is a tax; and, therefore, I will 
never vote for it.’’ 

But I think it is worth considering as a public policy that, if we 
can’t give you the money out of the general fund, then we ought 
to give you the authority to set a user fee. 

Mr. MASSAD. It is obviously important to do it in a way that 
doesn’t impact the market adversely, and whether that is phasing 
it in or how you set the level—it is important to remember that the 
user fee concept is much different than a transaction tax. 

A transaction tax, you know, is generally a larger amount. A 
user fee is a very small amount. And, again, we are funding the 
self-regulatory organizations that way today. 

Mr. FARR. Thank you, Mr. Chairman. 
Mr. ADERHOLT. Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Chairman Massad, thanks for joining us today. I think it is your 

first time testifying before the committee, and we are honored to 
have you here today. And lots of important issues have been raised. 

You know, if you were listening to the questions and answers 
from the first couple parts of this hearing, you would think that 
this committee had actually cut your budget last year. There has 
been discussion about a cut from a request that this committee 
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hasn’t been funding adequately and that there are other cuts hap-
pening. 

When I talk to people back home about how we are working to 
balance our budget here and if we have actually cut any spending, 
I always have to explain to them that Washington-speak for a cut 
is when you don’t get as much as you requested. And so let’s make 
sure I understand the conversation, we are all talking about the 
same thing this morning. 

The CFTC did receive an increase of over 10 percent from last 
year. I don’t know the exact percentage. But it was maybe over 15 
percent, $35 million off of 2015. And in 2010, when Dodd-Frank 
was passed, the budget was near $160 million. 

So there have been significant increases. It just may not be in-
creasing as fast as you are requesting or as you believe you need 
or this committee does. And so I understand that debate. I just 
want to make sure we are talking in the same terms here for peo-
ple who are following what we are doing in this committee. 

One of the many responsibilities that you have is certainly imple-
menting the Dodd-Frank regulatory legislation, and part of that is 
dealing with cross-border swaps. And that has been an issue, I 
know, that the CFTC has been working on. We have discussed this 
with your predecessor before in this Committee. 

And the goal, I know, in that process is to create certainty, pre-
dictability, and stability. In doing that, you want to find a balance 
to ensure that the laws have a proper cost-benefit analysis. And 
that we are not overregulating to actually create more uncertainty, 
more unpredictability, less liquidity, those types of things; and that 
can happen. I know that is one of the jobs of CFTC, to come up 
with proper rules as it relates to things like that. 

But that didn’t happen in the cross-border swaps issue. In fact, 
there has been some litigation over this. It was a case before the 
D.C. District Court which actually related to the CFTC’s issuing a 
guidance as opposed to a rule-making, that was a non-binding pol-
icy statement that essentially market participants were free to ig-
nore. 

And I wonder, as we go through the process, if you think that 
is the best way to move forward, in a guidance as opposed to a 
rule, and in that process, if you have fully considered the impact 
on foreign entities and our foreign regulators in Europe, our trad-
ing partners, who express great concern about the impact of those 
cross-border swaps on their institutions and business. 

And so I guess my first question is: I know you have delayed the 
implementation of this guidance. Would you be willing to reopen 
that process and ensure that we don’t have the impacts of jobs 
moving out of the United States, losing liquidity, and less stability? 
Would you be willing to work on a more comprehensive global ap-
proach? And, also, would you be willing to work with the SEC? 

And then, finally, the second question would be the issue of guid-
ance versus a rule. One of the allegations has been that the CFTC 
has avoided making a rule because they don’t want to do a cost- 
benefit analysis. And I guess I would ask: Why can’t we do a cost- 
benefit analysis and why can’t we issue a rule? 

Mr. MASSAD. Thank you, Congressman. 
Mr. YODER. Thank you, Chairman. 
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Mr. MASSAD. I will try to answer all of that. 
And, first of all, let me say to you and to other members of the 

Committee, particularly those who are new, I realize today may be 
the only time we have as a group, but I am happy to come up to 
any of your offices at any time and discuss these issues in more de-
tail. 

Mr. YODER. Thanks. 
Mr. MASSAD. Let me go to your questions. 
First of all, in terms of the cross-border issues, it is extremely 

important to try to harmonize our rules as much as we can, and 
I have been very focused on this since I took office. 

In fact, before I came up here this morning, I was on the phone 
with my counterpart at the European Commission, Lord Hill, who 
has just taken over the last few months, discussing where we are 
on some issues. 

I have been over to Europe a few times. I just came back from 
a trip to Asia, where I met with regulators in Beijing, Tokyo, Hong 
Kong, and Singapore. We are very, very focused on this. 

I think it is important to step back, though, and remember a cou-
ple things. This is very unlike, probably, any other area of financial 
regulation in that, most other areas, the laws are different by na-
tion. Swaps are different because swaps grew to be a global indus-
try before anybody regulated them. 

So now the G20 nations have come along and said, ‘‘We want to 
regulate,’’ and they have agreed on the basic principles as to how 
to provide some oversight to this market, which is a huge step for-
ward to even agree—to have the entire G20 agree on those prin-
ciples. 

But that has to then be executed by individual nations who have 
their own legal traditions and regulatory philosophies, timetables, 
politics. So there are going to be differences. 

Now, having said that, again, we should try to harmonize as 
much as possible. We have done a lot in this regard. We are doing 
more. We are going to do more after this. 

We are focused right now, for example, on clearinghouse regula-
tion and making sure that we have good standards for clearing-
houses, given their importance in the global system. We have made 
them more important in the global system. 

We will be looking at the trading rules as well. On the guidance 
question, we delayed aspects of certain parts of it and we are 
thinking about that. 

I guess what I would say to your question as to whether we 
should rethink everything, I think we are looking at this piece by 
piece. Let me give you an example: Margin for uncleared swaps. 

Okay. What that refers to is we have said we are going to man-
date clearing of standardized products. That is a way to reduce 
risk. But there will always be a large part of the market that is 
not cleared, and there should be. There isn’t enough liquidity in 
certain products. Certain products are new. So you are still going 
to have big banks and other institutions engaging bilaterally in 
those swaps. 

Now, we are passing rules around the world to require them to 
basically take some collateral for that exposure. And we have been 
working very closely with Europe and Japan, as well as our own 
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Federal banking regulators—because they are responsible for some 
of this, too—to get all those rules in the same place. 

And the proposals that are out there are pretty close. I am com-
mitted to even narrowing the differences, and I have indicated that 
I am prepared to change some of the aspects of our rule so that 
we land in the same place as Europe and Japan. And, also, we 
have discussed that with the banking regulators. 

So, if you watch that one, I think you will see that we are work-
ing very hard on this. And certainly, with the SEC, I have known 
Chair White for many, many years. We are in touch regularly. We 
meet and our staffs meet regularly. And I think we are doing a 
good job coordinating. 

Mr. ADERHOLT. Mr. Bishop. 
Mr. BISHOP. Thank you very much. 
And let me join my colleagues in welcoming Chairman Massad. 
Chairman, as you know, over-the-counter derivatives markets 

currently have no position limits. It is my understanding that the 
position limits which have existed in the agriculture futures mar-
kets have served the market participants well. 

While establishing position limits for derivatives for both over- 
the-counter swaps and futures contracts may assist in curbing ex-
cessive speculation, many in the cotton industry, as well as other 
agriculture commodities, believe that the Commission’s interpreta-
tion of the bona fide hedging definition is too restrictive and, as a 
result, true bona fide hedging by commercial enterprises will be 
limited. 

In fact, the industry believes that CFTC should provide a mecha-
nism which would allow some flexibility and even hedge exemp-
tions. Without that kind of flexibility, some market participants 
may become unable to hedge legitimate commercial risks to their 
businesses and the true market may become less likely to function 
properly. 

Can you give us an update on this rule and can you share with 
us the rationale for proposing what would appear to be position 
limits across the board, but not of the impact. 

Mr. MASSAD. Thank you, Congressman Bishop. 
We are very focused on this. Congress mandated that we set po-

sition limits for derivatives to curb excessive speculation, but Con-
gress also made it clear we should make sure we allow for bona 
fide hedging. 

And we are taking our time to make sure we get this right. It 
is very important that we have the rule drafted in such a way that 
the commercial end users who rely on these markets can continue 
to engage in bona fide hedging. That is what I view my job as being 
about, is making these markets work for the commercial end users 
who rely on them to hedge risk. 

We have taken a lot of comments on this. We are going through 
that. It is a very complex issue. But I can assure you that we are 
looking to balance the concern about excessive speculation while 
also ensuring that real, legitimate hedging can continue to be con-
ducted. 

Mr. BISHOP. As a follow-up, under the rule, could buyers and 
sellers of cotton, other commodities on each end of the supply 
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chain, be harmed if traditional commercial market risk manage-
ment practices are restricted for those in the middle of the chain? 

And, further, if the practice of granting the hedge exemptions is 
restricted and, therefore, inconsistent with traditional commercial 
practices, wouldn’t the trades which have been historically consid-
ered as bona fide hedges now be deemed speculative and, therefore, 
subject to a position limit? Do you have any thoughts on that? 

Mr. MASSAD. Well, thank you, Congressman, for the question. 
We are looking at those issues and taking in a lot of industry 

comments on this, as well as comments from the public, in order 
to devise a set of rules that do strike the right balance here. Con-
gress mandated that we set these limits because of a concern about 
excessive speculation. 

And so you have to figure out sort of where to set that limit, 
where to draw that line, how to define what is legitimate hedging 
from what might not actually be legitimate hedging, but might ac-
tually be engaging in speculation. So we are working very hard on 
that, and we take those issues very seriously. 

Mr. BISHOP. The CFTC has granted brand-new swaps trading 
platforms, known as swap execution facilities, with the discretion 
and ability to require all market participants to execute certain 
types of swaps on the SEF simply by self-certifying to the CFTC 
that a swap is made available to trade. 

In other words, these new SEFs have enormous power to deter-
mine how market participants must execute swaps without any ap-
proval or determination made by the CFTC. 

Shouldn’t your agency have more involvement in these important 
decisions that directly bind market participants and affect liquidity 
in the derivatives markets? 

And while self-certification may have been appropriate for this in 
the futures contracts or the designated contract market, doesn’t 
this self-certification approach fall short with respect to the swaps 
market where there is global market and fungibility between listed 
and bilateral contracts? 

Mr. MASSAD. Thank you for the question, Congressman. 
I think just to step back for a moment, Congress directed us to 

implement rules to facilitate trading of swaps on these platforms. 
That is the goal, get more of this trading onto these platforms. 

The agency set a rule framework which basically tried to balance 
innovation and initiative on the part of the private sector with kind 
of the regulatory objectives. 

So that ‘‘made available to trade process’’’ is in one of our rules, 
and it sort of outlines some criteria for what can be made available 
to trade. But it does sort of invite industry participants to make 
proposals to the Commission. 

Now, it is kind of funny that some people in the industry are 
suggesting, ‘‘No. No. No. No. We don’t want that freedom. You guys 
should just decide it.’’ You know, it is one issue that we are looking 
at in terms of how to make sure these swap trading rules work the 
best. 

But what I would say about it generally is this: This is all new. 
Swap trading is all new on these platforms. It is going to take time 
to work it out so that it works well. But today volumes are growing 
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and people are adapting. People are coming up with platforms and 
technology to execute this. 

As far as the cross-border piece, it is true. We acted before any-
one else did. So if you have a global market that is entirely unregu-
lated and then one jurisdiction sets a rule framework, well, traders 
will try to migrate sometimes to the unregulated area. 

But Europe is due to come online with its rules, and we are going 
to work with them. We will try again to harmonize this as much 
as we can. 

Mr. BISHOP. There is information—— 
Mr. MASSAD. Well, their rules aren’t set to come on until 2017. 

But, you know, we are still working with them. We are looking at 
our rules for ways that we can enhance this. 

I mean, fundamentally, you know, Congress’s direction was, 
‘‘Let’s have as much of this market as possible traded on these 
platforms.’’ And that is what we are working on. But at the same 
time, I recognize you can’t create markets simply through govern-
ment mandates. People have to want to trade on this market. 

And so we are looking at how can we facilitate that, how can we 
create a rule framework that meets the Congressional mandate, 
that tries to ensure transparency and integrity, but that attracts 
participants and attracts liquidity. 

That is what we did with the securities framework. That is what 
we did coming out of the Depression. We created a framework for 
securities regulation in this country. That basic framework hasn’t 
really changed. It brought transparency and integrity to the mar-
ket, oversight of market participants, enforcement against bad ac-
tors. And that is similar to where we are today. 

Mr. ADERHOLT. Mr. Valadao. 
Mr. VALADAO. Thank you, Chairman. 
Chairman Massad, I represent many agriculture producers with-

in my district who have the ability to forward-sell milk, cattle, and 
various commodities while at the same time purchasing long-term 
contracts through the use of financial derivatives that include 
swaps and OTC markets. 

This is beneficial to producers in particular because the bank will 
fund the margin necessary to hold the trade with, obviously, a line 
of credit as opposed to a margin acquired directly from cash re-
serves, which, as you probably know, most farmers are asset-rich 
and cash-poor. 

Yet, the rules and regulations that are necessary to open these 
accounts with banks are ever-changing, ultimately resulting in in-
creased costs to producers in order to remain in compliance with 
current policies. 

Is it possible to increase certain exemptions for small businesses 
who are using these tools to hedge their farms’ inputs and produc-
tion versus large financial institutions using these tools to make, 
sometimes billions in profits? And do you feel that small businesses 
should be regulated in the same manner as larger businesses and 
institutions? 

Mr. MASSAD. Thank you for the question, Congressman. 
I think it is very important to make sure our rule framework al-

lows businesses of all sizes, including, in particular, smaller busi-
nesses, to use these markets effectively and efficiently. 
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So I would be happy to explore these issues—because I think 
there are a number of issues in your question—with you in more 
depth, but let me just note one way that we are trying to do that. 

There are rules that require businesses who want to trade on the 
futures market to post collateral. You have to post collateral with 
the clearing intermediary that then posts it with the clearinghouse. 

We had a rule that set a timeframe as to when that collateral 
had to be posted, and it was due to accelerate that timeframe auto-
matically. 

And we have got a rule out there right now that will cause that 
not to be accelerated automatically, that will keep it where it is 
today, in response to a lot of agricultural community users, smaller 
users in particular, saying they would have trouble—if we moved 
that deadline up, they would have trouble getting the money in. 

So we said, ‘‘Okay. We are not going to do it automatically. We 
are going to look at it. We are going to take our time. We are going 
to invite your input.’’ So we are prepared to look at issues like that. 

Mr. VALADAO. Chairman Massad, you discussed how the CFTC 
has yielded large amounts of revenue for the Government in fines 
and penalties, as well as an increase in market transparency and 
integrity. Fines have been levied against some of the largest indus-
try-leading financial institutions. 

Who calculates and determines the size and scope of the fines 
and/or the penalties? How do you respond to the notion that some 
of these fines and/or penalties are increasing the cost of doing busi-
ness for these large financial institutions? 

Mr. MASSAD. Thank you, Congressman, for the question. 
The size of the fines are determined, first of all, by our statutory 

authority because the statute specifies what the fine levels are gen-
erally, and then you look at sort of the number of violations and 
the degree of violation. 

And it is either determined in a court or determined in a settle-
ment that is negotiated. So either you have a court making the de-
termination or you have a negotiation where the institution is 
agreeing. 

The big fines you referred to pertain to a couple of cases where 
some of the world’s largest banks tried to fix foreign exchange 
rates. And you can read the emails that we uncovered where you 
had traders at different banks basically communicating through 
texts and other means how exactly they were going to, as they say, 
bang the close or otherwise take action to fix that rate. That was 
a very egregious violation. That is what led to the penalties. 

Mr. VALADAO. Thank you. 
Thank you, Mr. Young, for allowing me to cut. 
Mr. YOUNG. You owe me. 
Mr. ADERHOLT. Ms. DeLauro. 
Ms. DELAURO. Thank you very much, Mr. Chairman. 
And welcome, Mr. Chairman. Thank you very much. 
I think it bears repeating, something that my colleague, Mr. 

Farr, mentioned earlier. From 2011 to 2015, appropriations were 
for the CFTC an average of $79 million, 26 percent under the re-
quest each year—under the request for each year. Few, if any, 
agencies in the bill were funded that far below the request during 
that period of time. 
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Question: You are a regulatory agency, Mr. Massad, Chairman 
Massad? 

Mr. MASSAD. Yes. 
Ms. DELAURO. Okay. The responsibility is open, fair, transparent 

markets; avoiding systemic risk; protect market users, consumers; 
protect the public from fraud, manipulation, and abuse of practices 
related to commodities, futures, and swap markets. Is that the mis-
sion? 

Mr. MASSAD. Yes. 
Ms. DELAURO. Is it true that what Dodd-Frank did expanded 

what the effort is to $400 trillion in the domestic swaps market? 
Mr. MASSAD. Correct. 
Ms. DELAURO. That is what the scope—— 
Mr. MASSAD. Yes. 
Ms. DELAURO [continuing]. Of the jurisdiction is? 
This is a Committee that has oftentimes consumed itself with the 

issues of fraud and error rates, whether it is in the SNAP program, 
by the way, lower error rates than any other Federal agency. 

So my hope would be that we would see folks on this committee 
be as concerned with the fraud and abuse that goes unchecked in 
the swaps futures and commodities market. 

I will also point out that this is a small agency, huge responsi-
bility, gets a fraction of what we spend on oversight for other agen-
cies, including Medicare, Social Security. 

I mean, looking at what banks are doing—you talked about IT 
before, collecting the data that you need in order to be able to move 
forward. For 2016, $63 million is what it says here. 

Mr. MASSAD. Uh-huh. 
Ms. DELAURO. CitiBank, CitiBank, $250 to $300 million a year 

to take a look at information security with regard to cyber attacks. 
What are we speaking about here? $72 million. I defy you to go 

to any other agency and take a look at what they are spending in 
a whole variety of efforts. Tell me how much money you brought 
back from what you uncovered last year. How much money? 

Mr. MASSAD. Well, this year alone, $1.5 billion in fines and pen-
alties. Between 2009 and 2014, it was over $2 billion. 

Ms. DELAURO. Over $2 billion. 
And that is directly an opportunity to deal with enforcement and 

to help deal with our deficit, to help deal with a whole variety of 
things that we concern ourselves about with these budgets. 

If you don’t get the $72-million increase that you are requesting, 
what doesn’t get done? While we see manipulation and fraud, are 
we at risk for another financial crisis? 

And I will mention one other thing, if you can address, is over-
sight of retail foreign exchange dealers and what we ought to be 
doing with regard to regulating those efforts to be in line with 
what is set for derivatives. 

Mr. MASSAD. Thank you, Congresswoman. 
Certainly the risks are greater. You know, if we don’t have an 

adequate budget, there is a whole range of things we are not going 
to be able to do. And, you know, I have sat in this chair now, the 
chair of the chairman, for 8 months, and I have seen it. 
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I mean, just take examinations. You mentioned cybersecurity. 
We need to be looking at whether particularly the exchanges and 
the clearinghouses have the readiness to deal with cybersecurity. 

Now, we are very focused on this, but we need more resources 
to do it. You mentioned the disparity in our budget versus theirs. 
I had a group of industry participants in my office the other day 
and I asked them—— 

Ms. DELAURO. That is one bank. That is one bank. 
Mr. MASSAD. Well, I asked them this very question, ‘‘How many 

of you are, you know, spending more than our budget’’—I said 
‘‘more than our entire budget on cybersecurity.’’ 

And one of them leaned over to me and said, ‘‘Well, which do you 
mean? Our cyber operations budget or our cyber change budget?’’ 

And I said, ‘‘Well, you tell me.’’ 
Well, he said, ‘‘Well, actually, both of them individually are a 

multiple of your budget.’’ 
The risk of a cyber attack on critical infrastructure on having a 

clearinghouse go down or an exchange, I mean, that is just not 
something we want to contemplate. 

Now, you know, no regulator, again, can say they will prevent 
the next financial crisis or they will prevent this, but certainly we 
will reduce the risk. And this is true, you know, in terms of the 
cost in surveillance, again, because of the high-speed trading. 

If you really want to understand these markets today, we have 
to have much more sophisticated capability to process these mes-
sages. 

You know, you read about high-speed trading and whether the 
markets are rigged. Our markets, fortunately, are a little different 
than the equity markets in that futures trading is concentrated on 
one exchange. But we still face some of the same issues, and we 
are looking at those very closely. 

But, you know, if you want to look at trading in any given con-
tract—and there is millions of messages—you have to have high- 
speed capability to do that. 

On the retail foreign exchange, you know, the movement in the 
Swiss franc a couple weeks ago obviously created a lot of losses. We 
were on the scene at one dealer in particular that we thought 
might fail. We were making sure it didn’t do anything to further 
jeopardize customers. It fortunately did get a capital infusion; so, 
it stayed in business. 

We are looking at our rules in that regard. One of the things we 
discovered was, even though—we discovered that many of these 
firms are actually taking risk from their foreign affiliates and the 
foreign affiliate risk isn’t subject to the same standards as ours. So 
we are looking at whether we can do something about that. 

So there is a number of things in this area. I would be happy 
to visit with you more on it. 

Ms. DELAURO. I would like to do that and talk about how we can 
increase the funding that you need to have. 

Thank you. 
Mr. ADERHOLT. All right. Mr. Young. 
Mr. YOUNG. Thank you, Mr. Chairman. 
I am going to forego talk of derivatives and swaps and cross bor-

ders and all those things because I want to comment on something, 
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Mr. Chairman, you mentioned about leasing practices and being a 
good steward of the taxpayer dollar, no matter how little or how 
much it is. 

You know, there was an OIG report issued in June-June 4, 2014. 
I think you were sworn in June 5, 2014. So you just made it. 

I want to ask about that report—it states that, in your Kansas 
City office, you have approximately 25 employees working in an of-
fice space that should hold nearly 80 employees, more than three 
times your workforce there. The OIG estimates that over the course 
of the lease, about $3.6 million was wasted on space that is not 
being used. 

I want to know if you are aware of this report. What actions is 
the CFTC taking to remedy this situation, especially after the OIG 
recommended that the CFTC take immediate steps to divest itself 
of this office space? 

Mr. MASSAD. Excellent question, Congressman. 
I was sworn in on June 5, and I think within about 2 weeks I 

went to Kansas City and I went to all of our offices. And, in par-
ticular, at Kansas City, I looked at this issue, and we made a deci-
sion shortly after that to consolidate our employees on one of the 
two floors we had, to give up the other floor. 

Now, we can’t do that on our own. If I could sublease, I would. 
I don’t have the statutory authority to sublease. I have to go to the 
landlord and say, ‘‘Will you take it back and cut our rent?’’ Well, 
if you are a landlord, you know, you are only going to do that if 
you have got another deal. Right? 

The ownership of the building has changed hands. The landlord 
is still thinking about it. We are awaiting a response. So I have 
done what I can on that. We are looking at our other leases, too, 
to see if there is other things we can do. 

Now, I am grateful for the IG’s report. We have worked with the 
IG. You know, he wants us to open an office in LA. That is one of 
the things I am not doing. But we are very focused on leasing costs. 

Mr. YOUNG. Well, I think the mindset there was they were trying 
to justify, your predecessor, that you are going to get new employ-
ees and you are going to fill that space. But you know the expecta-
tion game with budgets and that kind of thing. It seems like a 
waste of money. I hope you will take a look at this. It goes to a 
broader context of, if you can’t be a good guardian of the taxpayer 
dollars with a smaller amount in context of the larger amounts 
that you want for other things—— 

Mr. MASSAD. All right. 
Mr. YOUNG. I just want you to be conscious of that. 
Mr. MASSAD. I am absolutely conscious of it. And, you know, 

again, the budget requests we are putting in is very similar, as has 
been pointed out, with the budget requests that have been put in 
now for several years. And if that budget request, you know, as-
suming we get that, we are going to be at 95 percent occupancy. 

But I can assure you that, in other areas, we are looking at 
where we can cut costs. We have cut our travel budget. When I 
travel, I don’t travel with an entourage. I am lucky if I have one 
staff person come with me. I fly coach, generally. If I fly business, 
I think I pay for it. 
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We have looked at contracting costs and how to reduce those. We 
have looked at other administrative overhead. We have reduced our 
administrative overhead as a percentage of our budget. So I am 
very conscious of being a good steward of the taxpayer dollars. 

Mr. YOUNG. Well, in your opening statement, you mentioned that 
you would use your budget wisely, and we will be watching that. 
We will work with you to help you with that. 

Mr. MASSAD. Thank you. 
Mr. YOUNG. And you can help us as well. 
Mr. Chairman, I want to thank you for your attention to the 

leasing issue because I want to dive into those kind of things. 
Thank you. 

Mr. ADERHOLT. Dr. Harris. 
Dr. HARRIS. Thank you very much, Mr. Chairman. 
And thank you, Chairman Massad, for appearing before us. 
Just a couple of things before I get into the questions. First of 

all, it continues to amaze me that only in Washington is a cut a 
decrease and an increase. I don’t understand the line of statements 
that we have been cutting—you know, there have been these cuts 
when, you know, they are cuts from fantasyland budgets. 

That is what the President’s budget was this year. It is a 
fantasyland budget. We are in a fiscal mess, and he suggests just 
breaking the rules once again, breaking the laws as if pretending 
that the law doesn’t exist. 

The other one is, you said you fly coach. Does that imply that 
your predecessors didn’t? 

Mr. MASSAD. No. Not at all. 
Dr. HARRIS. Good. 
Mr. MASSAD. And let me clarify. I meant—— 
Dr. HARRIS. I have 5 minutes. I have got to move on. Okay. 
Mr. MASSAD. I meant that when I go overseas—— 
Dr. HARRIS. Chairman, I only have 5 minutes. 
I got it. I have to move on. I just wanted to know if that was 

a distinction from predecessors. 
Mr. MASSAD. Sorry. 
Dr. HARRIS. Look, the futures options and swap markets is obvi-

ously an important marketplace that has two layers of regulation, 
and that was described by Congress in Section 17 of the Commod-
ities Act as a self-regulatory structure and then the CFTC. 

You have got about 700 employees. Self-regulatory structure ac-
tually has 1,800 employees in it—I am sorry—800. So together, you 
know, you could double the regulatory force if you make use of 
them. 

So I have got to ask you: How are you working with, for instance, 
National Futures Association? 

You know, you bring up cyber. You on your budget request is not 
going to solve cybersecurity. I mean, we see what the NSA budget 
and what other budgets are. You are not going to be the cyber cops 
of the United States. 

The industry has the biggest vested interest in protecting itself 
from cybersecurity. Why wouldn’t you farm that entire thing out to 
the industry? As an example, what are the areas that you think 
that self-policing is adequate? 
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I am from the medical field. Many States allow the medical com-
munity, the groups, to self-police with oversight of that self-polic-
ing. Why is this different here? Why do you need a bigger budget 
to self-police? 

Mr. MASSAD. It is not different, Congressman. You are absolutely 
right. 

I am working very closely with the NFA to have them expand 
what they do. We have had a number of meetings about this and 
discussions. They are taking on more responsibility for examina-
tions. They are probably going to help us with cyber issues. 

And let me say I am not trying to be the cyber cop. And, actually, 
the way you described it is exactly the way I want to go about it. 
We are probably going to look at standards that make sure that in-
dustry, our critical infrastructure, is engaging in the cyber tests 
that are necessary to make sure they are ready. We are not going 
to do it ourselves. 

Dr. HARRIS. But why wouldn’t you just ask the NFA to do that 
and just assume that they are going to actually come up with 
things that actually protect their companies? 

Mr. MASSAD. Well, again, we are working with them on a num-
ber of fronts. Cyber is one of them. Examinations are one of them. 

Let me just point out, though, NFA—you know, people have 
pointed out the size of our growth in our budget—their budget has 
doubled over the same period. And they are—they are—— 

Dr. HARRIS. And I would just suggest that we avail ourselves of 
that additional funding. 

Let me go on to my second question 
Mr. MASSAD. Well, but they are regulated by the industry them-

selves. The industry themself decided their budget wasn’t enough 
for their own regulation. 

Dr. HARRIS. And our taxpayers should avail ourselves of the in-
dustry making that decision—— 

Mr. MASSAD. We are doing so. 
Dr. HARRIS [continuing]. Use them when we can. 
Mr. MASSAD. But we still have to do enforcement—— 
Dr. HARRIS. Sure. 
Mr. MASSAD [continuing]. Surveillance. We still have to know the 

markets well enough to—— 
Dr. HARRIS. Chairman, I have only got 5 minutes. 
Mr. MASSAD. I am sorry. Excuse me. 
Dr. HARRIS. Okay. You know about the Volcker Rule. 
Mr. MASSAD. I do. 
Dr. HARRIS. Seems like everyone, you know, that comes before 

any of the financial committees of any kind know about the Volcker 
Rule. 

And you also know that these firms have to determine the cov-
ered fund status, things like that, in order to decide whether they 
are going to participate in the market. 

And, my fear is that some of the concerns may be forced to stop 
making markets in some products because of the technical issues 
of not knowing what the rules are. 

Now, I understand the industry has submitted a reasonable fair-
ly limited proposal to regulators related to how they could comply 
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with the Volcker Rule, but that the regulators haven’t responded 
yet. 

With a July deadline, look, these market makers have to figure 
out whether they are going to participate in markets. I don’t want 
markets to collapse. You don’t want markets to collapse. 

Do you have a view on how your regulators will respond—be-
cause you are only one piece of the Volcker Rule puzzle—and when 
that response will occur to the industry that has submitted pro-
posals? 

Mr. MASSAD. Well, Congressman, on Volcker generally, we are 
coordinating with the other regulators. I don’t think it makes any 
sense for us to go off on our own, you know, if they are not—— 

Dr. HARRIS. So I will expand it, then. 
Do you have any idea when the coordinated regulators will re-

spond and when that response will occur? Because July is coming 
up. 

Mr. MASSAD. If you will allow me, let me get back to you on that 
issue. I am not certain exactly where our process is on that. 

But I can assure you that we are coordinating with them, and 
I can also assure you that I recognize the importance of market 
makers in a number of our markets. 

[The information follows:] 
All five regulatory agencies involved with the Volcker Rule are working together 

to consider issues that have come forward related to compliance with the rule. I can-
not speak to the specific timing of a response, but we are actively reviewing all 
input and deadlines with the other agencies. In particular, we continue to work on 
coordination of the examination process and to look for ways to reduce the amount 
of overlap and redundancy that institutions face from different regulators. 

Dr. HARRIS. Great. Thank you very much. 
Mr. Chairman, I yield back, noting that I didn’t even see the red 

light. 
Mr. ADERHOLT. Thank you. 
Let me get back a little bit about on the spending and—on the 

CFTC and just talk about domestic spending. 
There was a chart that was included in my prepared statement, 

and in the chart there is highlighted the rapid growth in the CFTC 
spending since the financial crisis of 2008 and the decrease in U.S. 
domestic spending. 

[The information follows:] 
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Mr. ADERHOLT. The agency’s budget has increased 123 percent, 
as I noted in my opening remarks, since then, and your budget re-
quest would increase this to 188 percent, as I also mentioned. I 
would venture to say that CFTC has received one of the largest do-
mestic spending increases in the entire Federal Government since 
that financial crisis. 

In your request that you presented, you said the Commission’s 
budget has increased somewhat since that time. I guess my ques-
tion would be: Do you consider the agency’s doubling in size a 
somewhat or a modest increase? 

Mr. MASSAD. Mr. Chairman, let me make it very clear. I am very 
grateful for the increases we have received, and I recognize that 
our budget has increased. 

I am simply looking at the needs. I am simply looking at what 
it is that I think—well, first of all, what it is that we are mandated 
to do and what it is I think the American public deserves in terms 
of protecting these markets. 

And I can look across the board at any area, whether it is en-
forcement, surveillance, examinations, being responsive to indus-
try. I can’t be as responsive to industry requests for product ap-
provals, for changes in our rules, unless I have the staff to do it. 

So I am looking at it from that standpoint. I am looking at it 
from the need and the importance of these markets to our economy 
and to the many businesses that rely on them. 

And if we don’t adequately fund this, our markets simply won’t 
be as good. People won’t trust them as much. They won’t be as in-
novative. Innovations will be slower coming on. We won’t be able 
to fine-tune our rules as well. We won’t be able to get rid of rules 
maybe that aren’t needed as easily. 

That is how I look at it, sir. 
Mr. ADERHOLT. Well, I think what our message is—and I under-

stand what you are saying. But I think what we are talking about 
is, you know, a larger and larger increase is being asked. 

And, of course, the Nation’s debt is the highest it has been in his-
tory, and that is what is, I think, concerning to many of us and 
that is the point that needs to be made. 

Why did your budget request increase from $280 million last 
year to $322 million this year? And that is the highest it has ever 
been. 

Mr. MASSAD. Well, I wasn’t at the agency at the time that earlier 
request was put in. But what I do know is the original request was 
at 315 and then it was lowered to 280. Our request of 322 is, you 
know, pretty similar to the 315. 

Mr. ADERHOLT. Well, of course, some would say that politics may 
be driving the agency’s budget request and they are trumping off 
any assessment of needs. 

But, you know, again, I just want to point out that $280 million 
last year and going up to $322 million requests this year is a sub-
stantial difference. 

Mr. MASSAD. Well, again, Congressman, the way I—the way we 
got to that number was we looked at what the needs were. And 
this will fill the most egregious needs, number one. It is a budget 
we can execute on. We can get it done, and we can get it done wise-
ly and prudently. 
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And, again, as a benchmark, it was consistent with essentially 
the requests that have been made in the last few years, recognizing 
the prior year was scaled back from 315 to 280. 

Mr. ADERHOLT. Let me just follow up on a question that Mr. 
Young had mentioned about the leasing cost of the—of course, the 
Inspector General—as was pointed out, the waste is $64 million 
over the life of the leases on unoccupied space, and we have al-
ready spent $38 million since Dodd-Frank was enacted uselessly. 

But just reiterate what—you know, your commitment to work 
with the GAO to address this and what kind of—as you move for-
ward with recommendations. I just—— 

Mr. MASSAD. Sure. You know, on the savings, let’s talk about 
Kansas City. The entire Kansas City lease budget is under a mil-
lion dollars. I think it is about $600,000. That is a pretty small per-
centage of our total budget, but we are taking steps to save where 
we can. 

I would have to go back and look at how the IG got to the $64- 
million number or whatever. I suspect it is some proportionate— 
you know, taking every bit of excess space today and calculating 
that out over the life of the lease. 

But, again, if our budget—you know, assuming we are operating 
at the level I think we need to be operating at, we are at 95 per-
cent capacity. I can assure you, though, we will continue to look at 
the leasing costs as well as all of our costs and look at where we 
can—where we can economize. 

You know, another example on the budget, we have this separate 
fund for whistleblower awards and customer education that is sup-
posed to be funded at at least $100 million from the fines that we 
get. It is actually now at $275 million. 

Now, that is a great program because we needed a whistleblower 
program. And we are starting to get in more whistleblower tips, 
but we don’t have enough resources to investigate them. We have 
got 275 there, and we have got an enforcement budget that is less 
than 70. 

So, you know, it is sort of like the employer who posts a lot of 
suggestion boxes for his employees to talk about how to improve 
operations, but then you don’t have the people to read them or act 
on them. We need to enhance the enforcement budget. 

Mr. ADERHOLT. Mr. Farr. 
Mr. FARR. Thank you, Mr. Chairman. 
Chairman Massad, it is interesting coming before Congress be-

cause I think some people don’t realize what you have to do to get 
your budget. You have to scrub it at your own—as chair, you have 
to scrub it, then at OMB, and they knock a lot more out. I mean, 
essentially, your budget is way under what you originally asked for 
when Dodd-Frank was passed. 

I think, by statement, the Members all over Congress, we like to 
talk about taxpayers. I think I represent people who pay more 
taxes—Federal taxes—than most of the people in this room. I rep-
resent a very wealthy area in California. 

I will tell you they are very concerned because they make their 
money doing the stuff that you are regulating, and they want good 
regulation. They are all for it. I think that we—seriously, this com-
mittee has got to be serious about what we do with first respond-
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ers—we all love first responders. Perhaps if you wore a uniform 
you might get better treated. 

I doubt anybody in this room knows what we give to the Capitol 
Police. They have a four-block jurisdiction. Your jurisdiction is a lit-
tle more. It seems to me from your testimony you have worldwide 
responsibilities. Our cops have four blocks, and their budget is 356 
million. And you are asking for 322 million, less than the Capitol 
Police. 

In fact, we keep expanding them, although their jurisdiction 
never expands and their responsibilities don’t expand and the 
amount of territory they have shut down that the public can’t go 
to is less. So they have less jurisdiction than when they started 
many years ago. And, yet, we increase their budget. 

I am trying to put this into some kind of perspective, that, when 
you come here and ask for this money, it is serious. It is not a 
game. The President isn’t over-asking for this. 

What happens if we don’t give you any money? What happens if 
we do what the chairman said and you get only what you got last 
year? 

By the way, Congress isn’t getting for itself only what it got last 
year. 

Mr. MASSAD. Right. Thank you for the question, Congressman. 
You know, I say to our employees all the time—I repeat that 

Teddy Roosevelt line, ‘‘We will do all we can with what we have 
where we are.’’ And that is what we will do. We will stretch the 
dollars as far as we can. 

But I can tell you there is a lot of things we won’t be able to do 
that I think and I think most people who really studied it would 
think that we should be doing, whether that is making sure that 
we are as ready as we can be on cybersecurity—not, again, from 
doing the testing ourselves. I don’t want to be the top cyber cop, 
but I want to make sure that critical institutions are doing it—or 
whether it is enforcement, going after the guys who are trying to 
defraud retirees in Florida or the sophisticated traders who are 
using automated trading programs, high-frequency trading pro-
grams, to manipulate prices. 

The surveillance techniques that we need to do those things, the 
computing power we need to do those things, we will simply, you 
know, not be able to do as much and we will miss things. We won’t 
be able to respond to industry as quickly when they have concerns. 
So it is across the board. 

Mr. FARR. Well, you have had the Wall Street Journal suggest 
that you are inadequately funded. You have had industry tell you 
that they want you to be better funded so you can respond and set 
these regulations. 

I mean, I don’t know what we are doing here in Congress to 
think that regulation isn’t good in modern society, to sort of get to 
the Wild West approach to financial—we did that. I mean, we had 
a Wild West when this all began, and that is what created this fi-
nancial crisis. My God. We don’t want to go back. We have learned 
from that. 

If, indeed, we responded to 9/11 with our, essentially, investment 
in security, we certainly haven’t responded adequately to the crash 
in financial regulation, as Congress called for. I mean, we enacted 
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Dodd-Frank. You didn’t. All your job is is to tell us how much it 
is going to cost to enforce the rules that we have established. 

And so I hope, Mr. Chairman, that we don’t just get into a battle 
of just cutting, squeezing, and trimming CFTC because a lot of peo-
ple don’t understand what it does and it doesn’t have a lot of peo-
ple in here lobbying for it. 

Mr. MASSAD. Thank you, Congressman. 
Mr. ADERHOLT. Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Well, I think we are continuing this conversation on the Com-

mittee regarding what we are actually doing here. And I think my 
colleague just mentioned that we don’t want to get into a debate 
about whether we are going to cut and squeeze the CFTC. And I 
think you would agree that there have been no cuts to the CFTC 
since the financial meltdown of 2008. 

Mr. MASSAD. The budget has increased. But relative to the re-
quests, there have been cuts. 

Mr. YODER. I am sorry. I couldn’t quite—there was a lot of con-
versation here. I am not quite sure who is testifying right now. 

Mr. ADERHOLT. Watch the light when they are answering their 
questions. 

Mr. MASSAD. I would say, Congressman, that the budget has in-
creased. But relative to the requests, it has been substantially cut. 
And relative to the needs, it has been underfunded. 

Mr. YODER. Well, not to belabor the point that Dr. Harris made 
as well, but most Americans understand that a cut of a request is 
not a cut. That is still additional money. 

And the Chairman has laid out very clearly that there has been 
a 123 percent increase in the CFTC’s budget since the financial 
meltdown. The President would like a 188 percent increase. Since 
last year, there has been a 16 percent increase. You are asking for 
a 28 percent increase next year. 

Could you enumerate some of the other Federal programs that 
have had such increases. 

Mr. MASSAD. I haven’t had a chance to study that, Congressman, 
and I wouldn’t— 

Mr. YODER. Well, it would be a short list because there haven’t 
been many. I can tell you there are many of us that are passionate 
about things like Head Starts or NIH funding and our efforts to, 
you know, stop cancer in this country. And many diseases have not 
increased nearly to that amount, if much at all. 

And so we have to make choices in this Congress, and some, I 
think, argue that those choices don’t need to be made, that there 
is an endless source of money. But at the end of the day, sir, the 
taxpayers are the ones who foot this bill. 

And it is not just people in Mr. Farr’s district, it is people in all 
of our districts that pay these bills. And I think they recognize that 
a 16 percent increase last year and a request for a 20 percent in-
crease this year is an increase, and it has increased 123 percent 
since the meltdown. 

And so I think to trivialize that and to say, ‘‘Well, that has just 
not been much,’’ it has been probably more than almost any other 
agency in Federal Government’s received. And I would just ask you 
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to enumerate ones that have received more, and I am sure it is 
going be a short list. 

This is while at the same time we are being lobbied by different 
organizations to increase this spending even greater, and some of 
those organizations—this particular union is also lobbying the 
CFTC to increase salaries by a double digit. 

Are there discussions going on at the CFTC regarding raising the 
salaries of CFTC employees? And by how much? 

Mr. MASSAD. Congressman, the employees did vote for a union. 
The union is entitled by law to negotiate over pay and benefits, as 
is the case with all of the financial regulators. We will negotiate 
in good faith because that is what we are required to do, but we 
haven’t made any decisions. 

Mr. YODER. Well, as we discuss in this country how to grow the 
earning power of working Americans, I note that at least 82 per-
cent of the employees at CFTC make a six-figure salary. Certainly 
82 percent of our constituents don’t make those type of salaries. 

And I hope this isn’t the Administration’s plan to grow pay-
checks, is simply to transfer tax increases which the President has 
requested in his budget, some significant ones, from our districts 
to Washington to grow double-digit increases for salaries for em-
ployees. Because, obviously, we know people at home are hurting 
and these are tough, tough times. 

I do want to echo—and I appreciate the comments of my col-
league Mr. Bishop, who brought up the issue of the rule-making 
you are engaging over bona fide hedging. And I had some Kansans 
in my office in recent weeks—agriculture producers, farmers, 
ranchers from Kansas—who expressed extreme concern. 

And I just want to echo the comments that Mr. Bishop raised on 
the other side of the aisle, that in your rule-making, you may nar-
row the definition to the point where traditional hedging and risk- 
managing tools that frontline farmers and ranchers and agriculture 
industries in our districts utilize to hedge that risk would be lim-
ited. 

And so I know you are engaging in that rule process. And I want 
to echo Mr. Bishop’s concerns and hope that you will take those 
concerns of our constituents very validly. 

And then, finally, you responded to our good conversation regard-
ing cross-border swaps earlier by illustrating a rule that you spe-
cifically were exporting in Dodd-Frank. 

But as you export all the rules of Dodd-Frank to our foreign part-
ners and our largest trading partners, ensuring that they have to 
follow those same rules—and you said you are working to har-
monize those—but to the extent that you are exporting all of them, 
do you believe that those trading partners are not capable of com-
ing up with their own set of regulations? And is that why we are 
exporting all of our rules? Why do we feel that that is our position? 

Mr. MASSAD. We are not exporting all of our rules, Congressman. 
We are setting rules for a market where there is no locus, if you 
will, to a lot of the activity that goes on. 

This is a market where trades can happen between participants 
over the phone line, over computers. They don’t necessarily hap-
pen—you can’t say that that happens in New York or it happens 
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in London or it happens in Hong Kong. So you have to have rules 
that work for the modern economy that we live in. 

Congress also directed us to take into account the risk that activ-
ity offshore could be imported back to the U.S. We saw that very 
clearly with AIG. Its activity was all—it was based all in London. 

So we are not exporting our rules. We are trying to write rules. 
And we are trying to work with our counterparts around the world, 
again, to try to make those rules as consistent as we can so that 
this market can continue to function. 

Mr. YODER. Thank you. 
Mr. ADERHOLT. Mr. Bishop. 
Mr. BISHOP. Thank you very much. 
Mr. Chairman, you have indicated and, of course, you have been 

questioned significantly about the increase in your budget and the 
increase in requests. And, of course, we appreciate the fact that 
your budget has increased. 

But over the same period of time, haven’t you been required by 
Congress to perform additional duties by virtue of the exigencies of 
your work with your protecting the market participation relation, 
ensuring the integrity of the competitiveness and efficiency and 
abusive trading practices, et cetera. 

So you actually have more duties. And I think you have re-
quested an increase of 72 million and 149 additional personnel, 
which brings me to another interesting innovation and develop-
ment, I should say, which is the utilization of bitcoins. 

It is our understanding that you have been very active in moni-
toring the growth and the use of bitcoins, which is a form of digital 
currency that is created and held electronically and which appears 
to be under the control of no one in particular. Bitcoins aren’t 
printed like dollars or euros, and they are produced by lots of peo-
ple that are running computers all around the world using software 
that solves mathematical problems. 

As one of the first government entities worldwide to begin focus-
ing and holding hearings on the use by businesses and individuals 
of this virtual currency, can you share with us your views on this 
growing phenomenon and the potential role that bitcoins might po-
tentially play in the derivatives market and how bitcoins fit in the 
existing definitions of currency, commodities, and potential market 
manipulation, given the context of your budget requests and lack 
of funding thereof for the additional responsibilities. 

And I do have a follow-up about currency manipulation if I can 
get it in, sir. 

Mr. MASSAD. Certainly, Congressman. 
You know, bitcoin, as you are noting, raises issues that cut 

across a number of agencies. It comes into our jurisdiction if some-
one, for example, wants to trade a contract, like a derivatives con-
tract, which is based on bitcoin. And a market participant did come 
to us with such a contract. 

Now, our obligation, our responsibility, in that kind of a situation 
is to prevent fraud and manipulation. And so we looked at it from 
that standpoint. You know, we want to encourage innovation in our 
markets. That is good. That has always been good. 

Our job in reviewing a new contract like that is really to look at 
the contract structure and make sure we don’t think it could lead 
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to manipulation. And that is an ongoing duty. You know, we don’t 
really approve it. We just don’t object in that sense. 

So we will continue to exercise that jurisdiction with respect to 
bitcoin when it comes up. But, as I say, bitcoin really raises issues 
for a lot of regulators, not just us. 

Mr. BISHOP. Okay. Thank you for addressing that. 
As you know, we are currently in negotiations on the Trans-Pa-

cific Partnership (TPP), which could be one of the most significant 
trade agreements that has been considered in a while. And there 
has been a great deal of interest in Congress that any final TPP 
agreement include enforceable currency provisions. 

Given the CFTC’s ongoing role in oversight of the currency mar-
kets, in particular currency manipulation, what role has the CFTC 
played with respect to TPP thus far? And what role do you see the 
CFTC playing once an agreement is in place, should an agreement 
be reached? 

Mr. MASSAD. Thank you for the question. 
We have not been involved in TPP because derivatives and regu-

lation of derivatives are essentially not in TPP. And, you know, as 
you know, certain currency contracts aren’t subject to our regula-
tion. 

Certainly, though, to the extent that there are issues that come 
out of it, we will work with our fellow regulators to, you know, co-
ordinate our activities. But, generally, it doesn’t affect what we do. 

Mr. BISHOP. Currency manipulation is really a real sticking point 
in the negotiations of that agreement. And, of course, you have an 
interest in currency—— 

Mr. MASSAD. We do have an interest that, sir. 
Mr. BISHOP [continuing]. Manipulation. 
Mr. MASSAD. We do have an interest in that. As you know, we 

did bring actions against five of the world’s largest banks for their 
attempt to fix the benchmark. And we are very focused on bench-
mark manipulation because that is tied to the derivatives market. 

The derivatives market—many, many contracts will rely on par-
ticular benchmarks. And so we have been very focused on looking 
at the integrity of those benchmarks, the administration of those 
benchmarks, making sure it is transparent. 

We don’t want the Government to do it. Private sector should do 
it. But we want to make sure that, you know, benchmarks are ad-
ministered in a way that there is not manipulation. 

Mr. BISHOP. Thank you. 
Mr. ADERHOLT. Mr. Young. 
Mr. YOUNG. Thank you, Mr. Chairman. 
Chairman Massad, many Iowans have been struggling with stag-

nant wages over the past several years. Medium income is down. 
Some have taken pay cuts. Many haven’t received a raise in years. 

Over that time the CFTC has paid out millions of dollars in bo-
nuses, and my colleague, Congressman Yoder, had mentioned that 
82 percent of your employees have six-figure salaries or more. This 
doesn’t necessarily sound like a Commission that is starving for 
funds. 

Can you tell me how much in bonuses, including special pay, in-
centive awards, merit pay, performance pay, CFTC will pay out in 
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2015. If you don’t know, I understand, but I would like to find out. 
Also, do you plan on doing this in 2016? 

Mr. MASSAD. We haven’t set what we will do. We don’t really pay 
bonuses, Congressman. We do give a cost of living (COLA) adjust-
ment, and we do give merit increases. And then we give—last year 
I think we took $500,000 and gave some incentive awards to our 
employees who are basically at the lower end of our pay scale. 

We set salaries in order to be competitive, as any agency or busi-
ness would, in order to attract and retain people. And we have to 
be competitive with the other financial regulators, and I think you 
will find that our salaries are comparable to theirs. 

The union thinks we are not comparable, that we are below the 
other financial regulators. And we have to compete with private in-
dustry. We can’t match their levels. People don’t come to our agen-
cy generally because of pay. 

But, you know, I think we have got to at least be competitive 
with the other regulators so that people don’t leave either for an-
other regulator or for private industry. And, really, you know, that 
is how we think about the budget. 

We don’t think about the—I realize we have gotten increases, but 
we don’t think about the budget, you know, in terms of the percent-
age increase as much as what the needs are, what our responsibil-
ities are, and how—what do we have to have in order to carry 
those out. 

We have got to have highly skilled people, and the only way to 
get them is to pay them the amount that they could otherwise earn 
at at least another financial regulator. 

Mr. YOUNG. I want to thank you for coming to see us today and 
thank you for your thoughts and—— 

Mr. MASSAD. Thank you. 
Mr. YOUNG [continuing]. For your service and what you do. 
And just to put a more human face on this, with your job, what 

keeps you up at night when you think about your job and the tasks 
at hand? 

Mr. MASSAD. I try not to let my job keep me up at night. You 
know, I guess it really is a matter of looking at the things that I 
know we should be doing that—and it is hard to stretch the re-
sources to do them. 

And it is all the things we have talked about, you know, whether 
it is being able to respond faster to industry requests or the reg-
istrations that we have that are pending that we can’t act on fast 
enough or whether it is cyber. 

Clearinghouse strength and stability is a big issue. We made 
clearinghouses more important in the financial system. That was 
a wise decision, but, you know, we have got to make sure now that 
we are vigilant in overseeing them. I think we have got a good 
framework there, but we have got to make sure we continue to im-
plement it. Being able to attract and retain people. 

I mean, those are the things. They don’t keep me up at night, 
but those are the things I think about as my worries. 

Mr. YOUNG. Iowa is a big agricultural State. Commodities is a 
common word there. 

Have you ever been to Iowa? Would you be ever willing to go? 
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Mr. MASSAD. I would be happy to go. I have been, and I would 
be happy to go again. 

Mr. YOUNG. Thanks for coming before us today. 
Mr. MASSAD. Happy to come to your district anytime, sir. 
Mr. ADERHOLT. Ms. DeLauro. 
Ms. DELAURO. Thank you very much, Mr. Chairman. 
There has been some discussion about the deficit. I think it is 

worth noting that, since 2009, the deficit has dropped about 66 per-
cent. It was $1.4 trillion in 2009; 2014, $486 billion. 

That doesn’t mean that one stops not to continue to deal with the 
deficit. And in that regard, I think that your mission, Chairman 
Massad, directly reflects the interest in doing that. 

My understanding is that civil monetary penalties from last year 
alone was $1.8 billion, more than seven times the Commission’s 
total current operating budget. In addition, the Commission has 
filed 67 new enforcement actions. This would appear to be an area 
where additional spending would yield additional revenue for the 
Government and the opportunity to continue to reduce that deficit. 

If I can take a moment—and I will take this as a moment of per-
sonal privilege and pride—I had the honor of chairing this Com-
mittee in 2009 and 2010. And as I pointed out earlier, where the 
requests have been below 2004, 2005, 2006, 2007, in 2009, under 
my Chairmanship of this Committee, we increased the CFTC’s 
budget by $16 million. In 2010, we did by $8.2 million. 

Subsequent to that, we saw a $58-million cut, $102 million, $102 
million, $100 million, $30 million in cuts below the request. Yes. 
One could argue that there has been a minimum in terms of in-
crease, but that hasn’t kept pace with the expanded scope of mis-
sion and responsibility that the agency has had. 

With regard to that, if the enforcement budget is fully funded, 
do you have any calculation—or you can get it to us—how much 
more revenue do you estimate would be collected? With the division 
of enforcement opening more than 240 investigations, how can the 
CFTC continue to work in concert with the Department of Justice 
to crack down on bad players? 

And I will make one final comment and then listen to your re-
sponse. 

My colleague, Mr. Farr, talked about legislation, and I am proud 
to say that I would love to see you put on equal footing with Secu-
rities and Exchange, FDIC, National Credit Union Association, 
Federal Housing Finance Agency, and the user fee issue. 

And do you think a small user fee would impose any real burden 
on market participants? 

Mr. MASSAD. Thank you, Congresswoman, for the questions. 
I can’t promise what the fines and collections would be, and we 

don’t really even think about it that way. We really decide what 
we are going to go after based on the egregiousness of the behavior, 
the impact the case will have. 

And we try to, as I was saying earlier, kind of look not just at 
maybe the things that are being done by big institutions where 
maybe there might be a big fine, but also the things that are vic-
timizing elderly citizens in Florida. So I don’t know what the fines 
would be. 
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I can assure you, though, that fully funding our enforcement 
sends a greater message of deterrence, which results in less of a 
chance that our economy is harmed by these things. And that is 
the real cost here, is the cost to our economy of some of these 
frauds. 

You know, and the fact is, yeah, we have collected enough in 
fines and penalties over the last few years to fund our budget sev-
eral years out. 

In terms of trying to—— 
Ms. DELAURO. User fee and—— 
Mr. MASSAD. Yeah. The user fee issue. 
You know, again, that is certainly a way to fund us that removes 

the issue of whether we give money to the CFTC or somewhere 
else. You still have the power to set the budget. It doesn’t take that 
away. 

And, you know, I think we have looked at it. If we think it could 
be done practically, it—obviously, you want to set it at a level that 
doesn’t affect liquidity. 

But, you know, most regulators abroad are funded this way, also. 
And, as I said earlier, the NFA is funded this way, and they re-
cently reduced the fee that they charge. So I think it can be done 
practically. 

I thought you had a third question. 
Ms. DELAURO. No. In response to the issue of self-policing, I 

think we have watched what happened with regard to self-policing 
in the financial institutions, which brought this Nation to its knees 
and almost a collapse of our financial markets and industries, et 
cetera. 

And I think you are the cop on the beat and I think that we 
ought to be working with you in order to be able to provide you 
with the resources that you need, as you point out, to get the job 
done. 

Mr. MASSAD. Thank you. 
Ms. DELAURO. Thank you very much, Mr. Chairman. 
Mr. ADERHOLT. Dr. Harris. 
Dr. HARRIS. Thank you very much. 
Let me just follow up on a couple of things. 
The Commodity Exchange Act, Section 17, I mean, does it set up 

the primary—or the frontline regulator as the CFTC or does it set 
up the self-regulating entities, the self-regulation? 

I mean, my understanding is that the front line can be the self- 
regulation with CFTC just overseeing. Is that the way you perceive 
the world or do you perceive, you know, the CFTC as the regulator, 
in which case why do anything over at the NFA? 

Mr. MASSAD. I think it is both, Congressman. It is not an either/ 
or. 

Dr. HARRIS. Okay. How much can you delegate to the NFA under 
your authority, do you believe? 

Mr. MASSAD. Well, as I said, we are working with them to ex-
pand what they do. 

Dr. HARRIS. Could you prepare a list of perhaps—— 
Mr. MASSAD. Sure. Be happy to—— 
Dr. HARRIS [continuing]. Or if we submit one, if you could just 

tell us what things are you looking—— 
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Mr. MASSAD. Absolutely. Absolutely. 
[The information follows:] 
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Dr. HARRIS [continuing]. At with them so that we can perhaps 
move some of the things off ours. 

But, you know, you could charge the user fee or you could trans-
fer some of the obligations to the NFA and they could charge their 
members a fee. I prefer the latter rather than the former. But if 
you could get back to me on that, I would appreciate that. 

Mr. MASSAD. If I may respond, Congressman, I would be happy 
to discuss with you the things that they do today and the things 
that we are asking them to take on in addition. 

But that doesn’t alleviate us of responsibility. We have to oversee 
what they do. We have to set the guidance and policies for what 
they do. And there is a number of things that we will need to con-
tinue to do. 

Dr. HARRIS. Sure. I understand. 
Thank you very much. And I want to also thank you for appear-

ing before the committee. 
I am going to yield the rest of my time to the chairman. 
Mr. MASSAD. Thank you. 
Mr. ADERHOLT. Thank you, Dr. Harris. 
I think we just have a couple more questions and—myself and 

then Mr. Farr. So we will just wrap up after that. But let me just 
go back to the swap dealer de minimis issue that we had—was re-
ferred to a little bit earlier. 

Of course, currently CFTC has the regulation that would reduce 
the threshold for end users by 60 percent automatically in the next 
1 to 2 years from 8 billion to 3 billion, and this level will subject 
a lot of end users to register as swap dealers, which adds 4,000 
unique regulatory requirements to these entities to comply with. 

Just to cut to the bottom line, the recently passed omnibus in-
cluded a directive in the agricultural portion of the bill to your 
agency to require a full vote and rule-making of the Commission 
before this level drops. This would prevent unelected bureaucrats 
from subjecting numerous end users to unnecessary financial regu-
lations. 

Can you tell us that you will comply with this directive and when 
that might be? 

Mr. MASSAD. Thank you for the question, Mr. Chairman. 
I can assure you that I want all decisions that we make to be 

data-driven. The swap dealer de minimis rule, as you know, is— 
currently, the way the rule reads, it would—the level would go 
down in 2017. 

We are doing a study today—or commencing a study today to 
begin to look at that issue, and I think we want to do a lot of think-
ing about what is the proper level. 

I am certainly conscious of weighing the costs and benefits. We 
always do cost-benefit analysis in any of our rule-making, and we 
will continue to do that. 

And I think all the Commissioners share the view that we want 
to make informed data-driven decisions, and that is what we will 
do here. 

Mr. ADERHOLT. Do you see any issue with requiring a vote by the 
full Commission before dropping the level and allowing—— 
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Mr. MASSAD. Well, technically, sir, I would have to do a rule 
change and I would have to do, I guess, a cost-benefit analysis of 
that rule change. 

And, you know, what I can assure you is that I, as chairman, am 
committed to looking at the facts. I don’t have a preconceived no-
tion of where we should land. 

You know, recently we changed what is called our residual inter-
est rule so that the level—the time didn’t fall automatically, didn’t 
accelerate earlier in the day. 

So, again, I can assure you that I am certainly committed to 
making well-informed decisions. 

Mr. ADERHOLT. Okay. All right. 
Mr. Farr. 
Mr. FARR. Thank you, Mr. Chairman. 
I just have one question. You mentioned, I think, that you actu-

ally had regulators wanting you to have an increased budget. 
Could you mention some of the industries that have asked you 

to—you know, have wanted that? My experience in Government 
has been that, we always kind of beat up on regulations when they 
become unnecessary, but the Congress and legislators are very 
good at creating the need for them, but not going back and review-
ing and cleaning them up. 

What I find is that industry gets very upset because they want 
to abide by the law. I think of people getting drivers’ licenses and 
trying to register their cars and the complaints they have with the 
DMV if they don’t get good service. In essence, you know, that’s a 
fee-for-service job. 

But I have had people that have been regulated come in and say, 
‘‘What can you do to make sure that the agency responds ade-
quately? I don’t want to have to wait. It is time and money for me 
to wait. I want to get it done and I want to get the permit’’ or ‘‘I 
want to do that,’’ and they do ask us to come in. 

In fact, California voters, interestingly enough, because they saw 
when we shut down Government for all those years, that Govern-
ment couldn’t provide the services. The legislature didn’t have the 
guts to increase taxes, but the governor of California went out and 
did an initiative, got enough signatures, got it on the ballot to in-
crease a broad array of taxes in California and asked the voters to 
enact taxes against themselves, and they did, overwhelmingly. 

I think the people are willing to pay for things as long as they 
get service. So I am just curious as to those in the private sector 
that would like to see you have the budget you requested. 

Mr. MASSAD. Well, Congressman, I guess a number of people say 
that to me. I don’t have a list, and I don’t think it would really be 
appropriate maybe for me to volunteer their names. But I suspect 
that, if you did a survey and you made it a reasonably fair survey 
in terms of who you went to, you would get that reaction. 

Again, you know, one objective measure is, again, what the Na-
tional Futures Association has done over the same period that the 
Chairman referred to in terms of the growth of our budget. 

That is an organization that is governed largely by people from 
the industry. They have doubled its budget, and they didn’t, you 
know—— 

Dr. HARRIS. They didn’t have to ask Congress for it. 
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Mr. MASSAD. Right. 
They weren’t charged with specific statutory additional respon-

sibilities. They just doubled their budget in view of the increased 
cost to do what they are supposed to do, and that is even before 
the stuff that I am now talking to them about about taking on new 
responsibility. 

Dr. HARRIS. Well, I appreciate, as other Members do, you coming 
before us. This is the only chance you have to make your plea for 
your budget. I think you have done a very good job. 

Mr. MASSAD. Thank you, Congressman. 
Mr. ADERHOLT. Yeah. Let me reiterate we appreciate you being 

here. I know that it is not probably a fun time to come and get a 
lot of questions thrown at you. 

But at the same time, it is important for us to try to probe these 
questions and, as we try to go forward with this budget, it is just 
part of the process. And I know you understand that as well as 
anybody does. 

But we nonetheless do appreciate your commitment to CFTC 
and, of course, your commitment to being up here today to speak 
before our Subcommittee as we move forward with these budget de-
cisions. So thank you. 

And the hearing is adjourned. 
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